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ROYAL COMMISSION ON TRANSPORTATION 


Ottawa, the 9th February, 1951. 


‘To His Excellency the Governor General in Council. 


MAY IT PLEASE YOUR EXCELLENCY: 


I have the honour to hand you herewith the report of the Royal Commission 
on Transportation, pursuant to the Order in Council of December 29th, 1948, 
P.C. 6033, a copy of which is hereto attached. 


Your obedient servant, 


W. F. A. TURGEON, 


Chairman of the Commtsston. 
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P. C. 6033 


CERTIFIED to be a true copy of a Minute of a meeting of the Commuttee of the Privy 
Council, approved by His Excellency the Governor General on the 29th December, 
1948. 


The Committee of the Privy Council have had before them a report from 
the Right Honourable Louis S. St. Laurent, the Prime Minister, stating that it 
has been represented to the Government that, by reason of economic, geographic, 
and other disadvantages, certain sections of Canada are adversely affected by 
transportation difficulties and by certain anomalies which are said to be found 
in the existing tariffs of tolls and rates. 


The Committee, having taken cognizance of the aforesaid representations, 
has come to the conclusion that it would be in the public interest that an inquiry 
be made into the matters involved in order that all questions of economic policy 
within the jurisdiction of Parliament arising out of the operation and maintenance 
of national transportation, may be examined and reported upon. 


The Committee, therefore, on the recommendation of the Prime Minister, 
advise: 


1. That under and in pursuance of Part One of the Inquiries Act, a Commission 
do issue appointing 


The Honourable W. F. A. Turgeon, K.C., LL.D., a member of the King’s 
Privy Council for Canada 


Henry Forbes Angus, Esquire, Professor of Economics, University of 
British Columbia, Vancouver, B.C. and 


Harold Adams Innis, Esquire, Professor of Political Economy, University 
of Toronto, Toronto, Ont., 


to be Commissioners to inquire into and to report upon the aforesaid matters, 
the said the Honourable W. F. A. Turgeon to be Chairman; 


2. That, without restricting the generality of the above terms of reference, the 
Commissioners should in particular: 


(a) Review and report upon the effect, if any, of economic, geographic or 
other disadvantages under which certain sections of Canada find them- 
selves in relation to the various transportation services therein, and 
recommend what measures should be initiated in order that the national 
transportation policy may best serve the general economic well-being of 
all Canada; 


(b) Review the Railway Act with respect to such matters as guidance to the 
Board in general freight rate revisions, competitive rates, international 
rates, etc., and recommend such amendments therein as may appear to 
them to be advisable; 


(c) Review the capital structure of the Canadian National Railway Company 
and report on the advisability, (or otherwise), of establishing and main- 
taining the fixed charges of that Company on a basis comparable to other 
major railways in North America; 


(d) Review the present-day accounting methods and statistical procedure of 
railways in Canada, and report upon the advisability of adopting, (or 
otherwise), measures conducive to uniformity in such matters, and upon 
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other related problems such as depreciation accounting, the segregation 
of assets, revenues and other incomes, etc., as between railway and non- 
railway items; 


(e) Review and report on the results achieved under the Canadian National- 
Canadian Pacific Act, 1933, and amendments thereto, making such 
recommendations as the present situation warrants; 


(f) Report upon any feature of the Railway Act (or railway legislation gener- 
ally) that might advantageously be revised or amended in view of present- 
day conditions. 


. That for the purpose hereinabove stated, the Commissioners shall have all 
the powers vested in, or which can be conferred on Commissioners under the 
Inquiries Act, that all or any of the powers which can be conferred under 
Part Three of the Inquiries Act may be exercised by any two of the Commis- 
sioners, and that departments of the Government Service of Canada shall 
afford the Commission, and all persons acting under its authority, or by its 
direction, such assistance and co-operation in the matters of the inquiry as 
the Commissioners may think desirable; 


. That the Commission be further authorized to include in its examination and 
to report upon all matters which the Members of the Commission may consider 
pertinent or relevant to the general scope of the inquiry; and 


. That the scope of this Commission shall not extend to the performance of 
functions which, under the Railway Act, are within the exclusive jurisdiction 
of the Board of Transport Commissioners. 


(Signed) A.D. P. HEENEY, 
Clerk of the Privy Council. 


THE ROYAL COMMISSION 
CANADA 


GEORGE THE SIXTH, by the Grace of God, of Great Britain, Ireland and the 
British Dominions beyond the Seas K1nG, Defender of the Faith. 


To ALL TO WHOM THESE PRESENTS shall come or whom the same way in 
anywise concern. 


GREETINGS: 


WHEREAS by reason of economic, geographic, and other disadvantages, 
certain sections of Canada are adversely affected by transportation difficulties 
and by certain anomalies which are said to be found in the existing tariffs of 
tolls and rates. 


AND WHEREAS it would be in the public interest that an inquiry be made 
into the matters involved in order that all questions of economic policy within 
the jurisdiction of Parliament arising out of the operation and maintenance of 
national transportation, may be examined and reported upon. 


AND WHEREAS it is expedient and Our Governor in Council has, by Order, 
P.C. 6033, of the twenty-ninth day of December, in the year of Our Lord one 
thousand nine hundred and forty-eight (copy of which is hereto annexed) author- 
ized the appointment, under Part I of the Inquiries Act, Chapter 99 of the 
Revised Statutes of Canada, 1927, of Our Commissioners therein and _ herein- 
after named to inquire into and report upon the said matters, and without 
limiting the general scope of their inquiry, particularly 


(a) to review and report upon the effect, if any, of economic, geographic or 
other disadvantages under which certain sections of Canada find themselves 
in relation to the various transportation services therein, and recommend 
what measures should be initiated in order that the national transportation 
policy may best serve the general economic well-being of all Canada; 


(b) to review the Railway Act with respect to such matters as guidance to the 
Board in general freight rate revisions, competitive rates, international rates, 
etc., and recommend such amendments therein as may appear to them to 
be advisable; 


(c) to review the capital structure of the Canadian National Railway Company 
and report on the advisability, (or otherwise), of establishing and maintaining 
the fixed charges of that Company on a basis comparable to other major 
railways in North America; 


(d) to review the present-day accounting methods and statistical procedure of 
railways in Canada, and report upon the advisability of adopting, (or other- 
wise), measures conducive to uniformity in such matters, and upon other 
related problems such as depreciation accounting, the segregation of assets, 
revenues and other incomes, etc., as between railway and non-railway items; 


(e) to review and report on the results achieved under The Canadian National- 
Canadian Pacific Act, 1933, and amendments thereto, making such recom- 
mendations as the present situation warrants; 


(f) to report upon any feature of the Railway Act (or railway legislation gener- 
ally) that might advantageously be revised or amended in view of present- 
day conditions. 
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Now know ye that by and with the advice of Our Privy Council for 
Canada, We do by these Presents nominate, constitute and appoint the 
Honourable W. F. A. Turgeon, K.C., LL.D., a member of Our Privy Council 
for Canada; Henry Forbes Angus, Esquire, Professor of Economics, Univer- 
sity of British Columbia, of the City of Vancouver, in the Province of British 
Columbia, and Harold Adams Innis, Esquire, Professor of Political Economy, 
University of Toronto, of the City of Toronto, in the Province of Ontario, 
to be Our Commissioners to hold and conduct such inquiry. 


To HAvE, hold, exercise and enjoy the said office, place and trust unto the 
said W. F. A. Turgeon, Henry Forbes Angus and Harold Adams Innis, together 
withjthe rights, powers, privileges and emoluments unto the said office, place 
and trust, of right and by law appertaining, and as are more particularly set 
out in the said Order in Council, during Our pleasure. 


AND we do hereby authorize Our said Commissioners to have, exercise and 
enjoy all the powers conferred upon them by the said Inquiries Act. 


AND we do hereby require and direct Our said Commissioners to report to 
Our Governor in Council the result of their investigations, together with the 
evidence taken before them and any recommendations which they may see fit 
to make in the circumstances. 


AND we do further appoint the said the Honourable W. F. A. Turgeon to be 
Chairman of Our said Commission. 


IN TESTIMONY whereof We have caused these Our Letters to be made 
Patent and the Great Seal of Canada to be hereunto affixed. 


Witness: Our Right Trusty and Well-beloved Cousin, Harold Rupert 
Leofric George, Viscount Alexander of Tunis, Knight of Our Most Noble Order 
of the Garter, Knight Grand Cross of Our Most Honourable Order of the Bath, 
Knight Grand Cross of Our Most Distinguished Order of Saint Michael and 
Saint George, Companion of Our Most Exalted Order of the Star of India, 
Companion of Our Distinguished Service Order, upon whom has been conferred 
the Decoration of the Military Cross, Field Marshal in Our Army, Governor 
General and Commander-in-Chief of Canada. 


At Our Government House in Our City of Ottawa, this twenty-ninth day 
of December in the year of Our Lord one thousand nine hundred and 
forty-eight and in the thirteenth year of Our Reign. 


By command, 


E. H. COLEMAN, 
Under-Secretary of State. 
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RESERVATIONS AND OBSERVATIONS BY DR. H. F. ANGUS 


oe eee ee eee eee ere ee 


oe ere sre ere ers ore ee 


INTRODUCTION 


It is of interest to note that in the last thirty-four years four Royal Com- 
missions have inquired into and reported upon transportation matters. These are: 


ist — The Drayton-Acworth Commission which reported on April 25th, 1917; 


2nd — The Royal Commission on Maritime Claims, known as the Duncan Commis- 
sion, whose report is dated September 23rd, 1926; 


3rd — The Royal Commission under the Chairmanship of The Right Honourable Sir 
Lyman P. Duff, then Chief Justice of Canada. This Commission reported on 
September 13th, 1932; and 


4th — The Royal Commission on Dominion-Provincial Relations, known as the 
Rowell-Sirois Commission, whose report which is dated May 38rd, 1940, deals 
with transportation matters among other things. 


Since each of these Reports contains a review of the history and the growth 
of Canada’s transportation system, this ground will not be covered again on this 
occasion, except to the extent that it may be necessary to do so in the treatment 
of the various subjects set out in the Order in Council. It will be useful, however, 
to relate here the pertinent events which preceded the appointment of the Com- 
mission, in order to show how the demand for the inquiry arose and the nature 
of the problems presented. 


The last general increase in freight rates occurred in 1920. This was followed 
by reductions made in 1921 and 1922. Thereafter no change was asked for until 
October 1946, when an application for a general increase of 30% was made by 
the railways. The actual increase granted in this case was 21%, but it did not 
become effective until April 1948. Therefore, a period of more than a quarter 
of a century elapsed without any general increase in freight rates. It will thus 
be observed that general increases or reductions in rates have occurred in periods 
of severe economic changes. There were substantial increases after World Wars I 
and II and reductions in periods of depression. 


Two years after the beginning of World War II the Government of Canada 
instituted a system of price control administered by the Wartime Prices and 
Trade Board. This control applied to transportation charges, including freight 
and express rates, and its effect was to fix or “‘freeze’’ these charges. The railways 
and the Board of Transport Commissioners were restrained from increasing them 
without the concurrence of the controlling agency. Thus transportation charges 
remained at the same level during the war and for some time afterwards. 


Before the inception of controls the cost of materials and of labour increased 
to some extent while transportation charges remained, with few exceptions, at 
their previous level. But the increased cost to the railways was more than offset 
by increased traffic arising from the demands of war. After controls were put 
into effect traffic volume reached record heights and the railways prospered. 
Following decontrol by the Wartime Prices and Trade Board the costs to the 
railways of material and labour increased and after the cessation of hostilities 
traffic fell off considerably. The financial position of the railways deteriorated 
and on October 9th, 1946, they applied for a general increase of 30% in rates 
subject to certain exceptions. 


The application of the railways was contested by the seven provinces of 
Nova Scotia, New Brunswick, Prince Edward Island, Manitoba, Saskatchewan, 
Alberta and British Columbia, and the resulting decision of the Board of Trans- 
port Commissioners was appealed to the Governor in Council. Although the 
application was presented in October, 1946, the increase in rates (21%) did not 
become effective until the 8th day of April, 1948. 
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Then followed a demand for increased wages and a threatened strike by 
railway employees. An “eleventh hour’ settlement resulted in a 17-cent per 
hour wage increase which was made retroactive to March (st, 1948. 


On July 27th, 1948, a further application was made by the railways for an 
additional 20% general increase in freight rates, subject to certain exceptions. 
At this time the appeal in the 21% Increase Case was still before the Governor 
in Council. On October 12th, 1948, the Governor in Council made an Order of 
Reference back to the Board of Transport Commissioners instructing the Board 
to consider the two cases concurrently. 


In the meantime (on April 7th, 1948) the Governor in Council had ordered 
the Board of Transport Commissioners to undertake a general freight rate 
investigation. No such investigation had been made since the one ordered in 
1925. The seven provinces were not satisfied with this action. Their respective 
Premiers appeared before the Federal Cabinet on April 26th, 1948, not yet by 
way of appeal from the 21% Case (the right to appeal had been reserved) but, 
as they said, in order to discuss ‘“‘a common problem affecting the whole of 
Canada,” and referring to ‘‘the economic well-being of our system” and to ‘‘the 
unity of Canada as a whole,” and asking for an investigation of Canada’s trans- 
portation policy by a Royal Commission. 


The Government rejected the request for a Royal Commission for reasons 
set out in a letter dated July 12th, 1948, from the late Prime Minister of Canada 
to the several provincial Premiers. The letter referred to a proposed reorganiza- 
tion of the Board of Transport Commissioners, to the above mentioned order 
for a general investigation of the rate structure, and to an application by British 
Columbia then pending before the Board for the removal of the Mountain 
Differential. 


The seven provinces then appealed formally to the Governor in Council on 
July 29th, 1948, from the 21% increase decision on numerous grounds. They 
joined to their appeal a further request for the appointment of a Royal Com- 
mission as being the only means whereby a satisfactory solution of ‘‘the larger 
problem of establishing proper principles for equalization in rate making’’ could 
be found. They stated that the Board of Transport Commissioners ‘‘must break 
new ground”; they referred to the necessary establishment of “tan improved 
uniform basic structure” and to a “‘revision of the Canadian freight rate structure 
broader and more far-reaching than anything heretofore accomplished by the 
Board under the terms of the Railway Act,’ and stated that such revision should 
involve a complete recasting of the statutory provisions relating to rates and of 
the authority of the Board with respect thereto. 


Canada’s two major political parties held conventions in the autumn of 
1948, their principal business being to select new party leaders and to adopt 
“platforms”. Both conventions passed resolutions complaining of ‘“‘discrimina- 
tion” in freight rates and of other anomalies in the transportation system. One 
of these resolutions asked for the appointment of a Royal Commission it inquiry 
and the other called for an “‘investigation’’. 


On December 29th, 1948, the Order in Council P.C. 6033 appointing this 
Commission was approved by His Excellency the Governor General. 


It appears therefore from the above recital of events and from the terms of 
the Order in Council that the Government was moved to institute this inquiry 
by certain representations made to it on behalf of those areas of Canada which 
lie outside the central area. These representations are twofold in character. 
They declare in the first place that these sections of Canada are in an unfavourable 
position, in comparison to the central area, because of ‘economic, geographic 
and other disadvantages” which burden them. They then go on to say in the 
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second place that, by reason of these disadvantages, these sections are confronted 
with difficulties arising out of the situation in which they are placed in respect 
to transportation and, in particular, ‘‘by certain anomalies which are said to 
be found in the existing tariffs of tolls and rates.” 


The Government having taken cognizance of these representations concluded 
that it would be in the public interest to order an inquiry to be made into the 
matters involved, ‘‘in order that all questions of economic policy within the 
jurisdiction of Parliament arising out of the operation and maintenance of 
national transportation may be examined and reported upon’’. 


It follows therefore that while the inquiry was directed in the first place to 
a study of the economic ills complained of by those who made the above men- 
tioned representations to the Government, this study is intended to lead on to 
an examination of all matters affecting Canada’s economic policy in respect to 
transportation. It is only by an examination of this broad scope that the evils 
complained of by certain sections of the country can be understood and remedied. 


It is to be noted, however, that while, as has just been said, the scope of 
this inquiry is broad, the inquiry is limited in this respect, viz. that all questions 
raised must be viewed in regard exclusively to their bearing upon the problem 
of transportation. 


The Commission decided to hold public hearings in order to provide an 
opportunity for interested parties to appear and make representations. In view of 
the origin of the demand for the Commission, letters were written to the Premiers 
of all of the Provincial Governments indicating that the Commission would be 
pleased to hear their representations on the terms of reference, and asking them 
to set out in particular the economic, geographic and other disadvantages, if any, 
adversely affecting their respective Provinces or parts thereof, and the manner 
in which, by reason of such disadvantages, they were adversely affected by 
transportation difficulties or anomalies in existing tariffs of tolls and rates. 


All Provincial Governments, except those of Ontario and Quebec, indicated 
their desire to make such representations and these were later made either at 
regional hearings or at the final hearings in Ottawa or in both places. 


Letters were also sent to the Railway Association of Canada and to other 
organizations and associations which had indicated their interest in the inquiry, 
and public notices were issued in the press prior to the regional hearings in each 
of the cities where hearings were scheduled. 


Regional hearings were held in every province of Canada during the summer 
and early fall of 1949, and the final hearings were held in November and December 
of 1949 and from February to the end of May in 1950. 


Formal hearings lasted in all 138 days, furnishing over 24,000 pages of 
evidence and argument; 214 witnesses appeared supporting 143 formal submis- 
sions. Each of the eight provinces and the two railways as well as some of the 
associations were represented by Counsel throughout almost the entire pro- 
ceedings. 


It is noteworthy that while the inquiry was in progress the Board of Trans- 
port Commissioners filed its decision in the ‘‘Mountain Differential’’ case which 
brought to an end on July Ist, 1949, the differential in freight rates which had 
existed for many years for the haul over the mountains in British Columbia and 
Alberta. The Board also conducted a further hearing in the 21% Case and 
filed its decision along with a decision in the 20% application, resulting in a 
further 8% general increase in rates with certain exceptions. From this decision 
there was an appeal to the Supreme Court of Canada on a question of law. 
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The result of this appeal made necessary a further hearing before the Board 
which resulted in a decision increasing the 8% to 16%, and this decision was in 
turn later altered by the Board by raising the 16% to 20%. 


In addition the Board of Transport Commissioners in preparation for its 
General Freight Rate Investigation proceeded with a ‘‘Waybill Study.”’ 


In the latter months of this period certain railway employees demanded 
higher wages and shorter hours and, after hearings before Conciliation Boards, 
refused to accept the majority findings of the Boards, conducted a strike vote 
and struck on August 22nd, 1950. The strike was ended on August 30th, 1950, 
by Act of Parliament, which had been specially convened for the purpose of 
dealing with the situation. The result is that the employees have since obtained 
their demands in full, viz. a 7-cent per hour wage increase and the 5-day, 40-hour 
week, by decision of the Arbitrator appointed under the special legislation passed 
at the emergency session. 


It is with this background and under these circumstances that this Report 
is written. 


The following Counsel took part in the proceedings: 


Right Honourable J. L. Ilsley, K.C.......... Commission Counsel 
(Resigned, May 1949) 
ES NIM GOVT ree Na, EE I ff ie 


Gaston DWesmaraied KACO eR Be OT Assistant Commission Counsel 

HAE sO Donnelix Kees oae ie (CARSRA! , Canadian National Railways and Railway 
Association of Canada 
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Nee eviaChherson KG. ae sce coe oe Province of Saskatchewan 

P. C. Cronkite, K. Coen ss ees 

M. A. MacPherson, AAU PCG oe ence ae ae > i 

J. J. Frawley, KG ea ee Province of Alberta 

APRS ICT oe Vinh en e cle a ais Mtn Aas Province of British Columbia 

Po STOIGY, SIN Cet yah tera ah. ile Sun eats Province of Nova Scotia and 

Transportation Commission of the Maritime 

Board of Trade 

Um On Oye: Ca Be ee MOR IE ns Province of Nova Scotia 

DEA PDALTyEn 2 aah Pearse ees ena 4 we Province of New Brunswick 

ASAT TE SCG ah 0) arc’ Lal CGR 2. ORE Nr eran ee Province of Prince Edward Island 

VRE MERIAT OY oN RR de 5 gal ecn ia 4 

AE lt yr ual RO aaa alates eu Steg Ae aa Province of Newfoundland 

Eric G. Cook, 1G OSS re 

TH, (OOM CTEAN Ge ONS wea <0 ee Department of Transport 

VV rege iano re ys Ce Fa RRR. yes ore eokececmiecs Winnipeg Chamber of Commerce and 
City of Winnipeg 
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G H. Smith, OSs Tia eee i halls, WI Canadian Air Line Pilots’ Association 
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Regina Chamber of Commerce 
Saskatoon Board of Trade and 
Saskatchewan Associated Boards of Trade 
Saskatchewan Coal Mine Operators 
Edmonton Chamber of Commerce 
Calgary Board of Trade 
City of Edmonton 
City of Calgary 
Louis Petrie Limited 
Alberta Co-Operative Union 
Brock Company (Western) Limited 
Alberta Forest Products Association and 
Trans-Canada Highway System Association 
Union Steamship Company 
Associated Boards of. Trade of 

Prince Edward Island and 
West Point Ferries Limited 


.Canada and Gulf Terminal Railway 


Canadian Automotive Transportation 
Association i 

Board of Transport Commissioners for Canada 

Saskatchewan Wheat Pool 

Alberta Wheat Pool 

United Grain Growers, Limited 

Associated Newfoundland Industries 

United Grain Growers, Limited 

Alberta Federation of Agriculture 

Edmonton and Calgary Chambers of 
Commerce and the Corporations of 
Calgary and Edmonton 


LIST OF BRIEFS AND WITNESSES 
BRIEF WITNESS 


Abitibi — Economie PiemmiIng Leonel) Ob na has cea Lamontagne, Maurice 
Lebel, Gilbert 
Alberta Associated Chambers of Commerce and 


PUMICUUA Cs FeeNat Larios won sy sce oe hee meron Martin, James 

Alberta Co-Operative UMM 0. ee Bowlen, B. J. 

Alberta Dairymen’s Association..................00005 Johnstone, i. 

Alberta Federation of Agriculture..................00. McFall, J. R. 
Marler, Roy 

Alberta Forest Products Association................... Swanson, Robert W. 

ma lberta —— GOVEInMenOole id. c<gu sas ee cle sy + os sean Manning, Honourable E. C. 
Stewart, Professor Andrew 
Darling, H. J. 


Harries, Hu 
Locklin, Professor D. P. 
Morrison, Kenneth J. 


Alberta Poultry Producers Limited...............0.... Kapler, K. V. 
Cook, Albert W. 
Alberta Branch Canadian Seed Growers Association... .. Dickinson, F. L. 
Alberta Crop Improvement Association................ Dickinson, F. L. 
Alberta Seed Growers Co-Operative Limited........... Dickinson, F. L. 
Alberta W Neat ECOL & SMNG ST. ok ee Lee ae Wesson, John H. 


Joint Submission of Manitoba Pool Elevators, 
Saskatchewan Co-Operative Producers 


Algoma Steel Corporation Limited.................... Fogo, Senator J. G.,"K.C. 

Anglo-Canadian Oils Tarmited yee. . ccc e ce ee es Christian, R. J. 

Associated Newfoundland Industries Limited........... McEvoy, J. B., K.C. 
Johnson, Arthur 

Bartram Paper Products Company Limited............ Bolton, G. R. 

Bella Coola Consumers Co-Operative Association.......Gargrave, Herbert 

Blowey-Henryelamiitediss MOR, occ oa lee es Cairns, C. V. 

ietavvsne (i NotSivan lst lol iki 2660 Wve lide saa a Bolton, G. R. 

Bowater’s Pulp and Paper Company Limited........... Murphy, Gerald F. 

British Columbia Federation of Agriculture............ Heady, C. 

British Columbia Feed Manufacturers Association... ... Alton, E. J. 

British Columbia Fruit Growers’ Association........... Ewer, H. B. , 

British Columbia — Government of................... Wismer, Honourable Gordon 

Brown, J. E. 


Carrothers, William A. 
Brown, William 
Jackson, 8. K. 

Kent, Lionel P. 


British Columbia Lumber Manufacturers’ Association. ..Robson, J. G. 


British Columbia — Mining Association of............. Mitchell, Charles H. Ablett, E. B. 

British Columbia Paper Manufacturers and Converters. . Bolton, G. R. 

British Columbia Tugboat Owners’ Association......... Lindsay, J. A. 

Brock Company (Western) Limited................... Harvey, John Henry 

Canada and Gulf Terminal Railway.......... Pee edt: Power, Honourable C. G., K.C. 
Power, W. P. 

Canada Steamship Lines Limited..................... Hansard, Hazen, K.C. 

Canadian Air Line Pilots’ Association................. Eddie, A. R. 
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BRIEF WITNESS 


Canadian Automotive Transportation Association. ...... Magee, John 
Taylor, Jack 
Buckman, Gene L. 


Goodman, J. O. 
Archambault, Camille 
Canadian Aberdeen Angus Association................. Salter, Hardy 
Canadian: Boxes laniiteds .. .nuuee 6.62.5 So ee Bolton, G. R. 
Canadian Hereford. Association ij... ..« .)..... ) a6 See Salter, Hardy 
Canadian Percheron Association,.< -..<:.... 2. seers Salter, Hardy 
Canadian. Congress of, Lab0ltaaLh« tne et eee Forsey, Dr. Eugene 
McGuire, J. E. 
Canadian Co-Operative Implements Limited........... Brown, John B. 
Canadian Co-Operative Processors Limited............. Harding, D. E. 
Canadian Electrical Manufacturers’ Association.........Simpson, Bruce N. 
Reilly, Leo M. 
Canadian Federation of Agriculture................... Hannam, H. H. 
Hope, Dr. E. C. 
Canadian Food Processors’ Association................. Robinson, Phil R. 
Caldwell, W. R. 
Canadian Industrial Traffic League: . ....0/ 8 GG Paul, George 
Canadian Manufacturers’ Association.................- Brown, Stuart B. 
Canadian’ National! Railways oe) <.-.-..4:.. . oe eee Gordon, Donald M. 
Cooper, T. H. 
Fairweather, S. W. 
Canadian Pacific Railway Company............) 700" Walker, George A., K. C. 


Crump, Norris R. 
Jefferson, C. E. 

Liddy, 8. J. W. 
Thompson, James C. 
Newman, William Arthur 
McDougall, Professor J. L. 
Armstrong, P. C. 

Jones, Allen Northey 
Norman, Henry Gordon 
Elhott, Courtland 
Armstrong, John E. 


Canadian Pulp and Paper Association................. Hawkins, Charles E. 
Carry,G. We limited oy, 2S" ce eee. eee eee Carry, C. W. 
Co-operative Vegetable Oils Limited.................. Friesen, David K. 
Coulee*— Rural Municipality of. 0... fen au ene Ward, Arthur 
Creamette Company of Canada Limited............... Williams, Robert 


Williams, George J. 
Dominion Joint Legislative Committee, Railway Trans- 
portation Brotherhood (International Railway Labour 


Orpaniza tion): can ae coseranie 5 Lc hint a eee Kelly, Arthur J. 
Dominion Steel and Coal Corporation Limited.......... Forsyth, L. A., K.C. 
TUG WEL JSTOQUNOTS WUATIDEC,S 6 cn, etd, 1) Pel oy aa Holt, Archie A. 
Eastern Provincial Airways Limited................0.- Blackwood, Captain E. W. 
Edmonton Chamber of Commerce..................-2- Harries, Hu 
Calgary Chamber of Commerce, Hatfield, C. E. 
City of Edmonton and McGreer, Eric D. 
City of Calgary 
Federated Co-Operative Services Limited.............. Puray Woe: 


Federation of Automobile Dealer Associations of Canada. McCullough, E. A. 
Wilson, H. I. 


LIST OF BRIEFS AND WITNESSES 
BRIEF WITNESS 
EE MEthe-Gapy Associntion we yy ee Dae idee Dudragne, Noel 
Furness Red Cross Line, Furness-Warren Line and 
Newfoundland Canada Steamships Limited........Daley, G. McL. 


Williams, J. L. 
Barnstead, Walter O. 
eer LAN COW ar ee cccatye UL Bye aa yeas cee oe Neale, Walter 


Garment Manufacturers’ Association of Western Canada .Guttman, H. H. 
Grand Prairie Co-Operative Livestock Marketing Asso- 


CERO TIMIGGOL EL . OME RIETES «<2 icicse cele coe elessgeance whecdes Allen, Hugh W. 
Great West Garment Company Limited............... Roscoe, R. W. 
Hudson Bay Route Association..................-0005 MacNeill, R. H. 

Brockelbank, Honourable J. H. 
Holstein-Friesian Association...............20000eee ee Powell, John E. 
(Canadian National Livestock) MacArthur, P. D. 
Wilson, William R. 
Husky Oil/and Refining’ Limited)’. ...........0..0050.0. Ainsworth, Fred 
Knight, A. C. 
Industrial Development Board of Manitoba............ Parr, W. L. 
Interior Lumber Manufacturers Association............ Collins, Harold B. 


International Brotherhood. of Teamsters, Chauffeurs, 
Warehousemen and Helpers of America, American 


Federaiion.omiabouranwme st. icin, Pte MacArthur, A. F. 
JasperG lamer pL Commerce im. ss cna tec ees « McKay, Donald K. 
Jones Gordon Waani at ian «6c okie ee cds pele Ts 4 Jones, Gordon W. 
VP G rb od Wak ad BINT |FT9 ou cit Ne a a Dworkin, David L. 
evict er eines eee. sae eS eed el Bourget, M., M.P. 
Lloydminster Petroleum Association................... Watson, Harold D. 
Local Council of Women '—'Regina.................6. Thomson, Mrs. Mary 
PR Ce eter NGL ATL rik a's Ls koe a 4s eal Qe Lewis, Harold V. 
MacDonalds Consolidated Limited.................... Maddison, H. W. J. 
Manitoba Co-Operative Wholesale Limited............. Chown, E. B. 
Manitoba Branch Canadian Seed Growers Association ... Dickinson, F. L. 
Manitoba Crop Improvement Association.............. Dickinson, F. L. 


Manitoba Dairy and Poultry Co-Operative Limited..... Goodman, F. J. 
Manitoba Federation of Agriculture and Co-Operation... Wilton, J. 


McLean, J. T. 

Manitoba — Government of........ 02.20. cece eee eee Campbell, Honourable D. L. 
Moffat, R. E. 

Manitoba, Pool; Elevators), O20. 5st eters terete eats ales McConnell, G. N. 

Maritime Board of Trade—Transportation Commission 

EE RE LS NE ong tee I Me Ge a aa Ate Matheson, Rand H. 

Morrow, Clarence J. 
Sutton, R. D. 


Bigelow, John R. 
Fisher, C. M. P. 


French, A. R. 
Mid-West Metal Mining Association.................. Shepherd, F.. D. 
Moncton — Town Planning Commission for the Metropo- 
its ATpm OF CTeater 2 oak cities 5 aigiore 5 CO ins oom Frost, 8. R. 
IVECO rami oe ce REL aE CL Wer ae trate gos aU set btu sap to aia ge as Mutch, R. E. 


ALIGHT EICE etek OU Daly ret a kare sensi. GMa n bon a ase Bolton,G.R. 
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BRIEF WITNESS 
New. Brunswick;.. Province: of dae ye s4¢ nen eet eee Love, Prof. R. J. 
Crandlemire, Harold 
Tooke, Alec 


Cunningham, G. C. 
Estey, Frank D. 
MacKay, Colin 
Newtoundiang, Board:or Lrade.... ...swa ype eee eee Ayre, Lewis H. M. 
Miller, Edgar 
Brookes, Lewis 
Newfoundland — Government of..................45. Smallwood, Honourable J. R. 
McNamara, George C. 
French, Reginald M. 
Dalton, Captain M. G. 
Sparkes, Reginald F. 
Russell, Hazen A. 
Simpson, Frank 


Northumberland Ferries Limited.........:............ Mutch, R. E. 
Nova scotia: —— Gavernmentioiiin: decct cas eee sen wle MacDonald, Honourable Angus 
Egan, Harold J. 
Ontario Mining Association”. ist... . | an | eee Harris, Alexander 
Giiimety. ME Seraphitig secs wi takaate se craton arias Ouimet, M. Seraphin 
Paerioe Millet laiinited se oa We ect ws le, See ene ee Bolton, G. R. 
Peace River Block — 
Boards of Trade, Chambers of Commerce of........Turgeon, Senator Gray 
(Boards of Trade of the Cariboo District) Murray, George M., M.P. 
Pioneer HlectriceLAmiited: cores: toni ie ee nee ae en Noonan, Richard 
Prince Edward Island — Boards of Trade..............Kickham, Thomas J. 
Proffit, R. A. 
Morris, P. L. 


Shaw, Gordon 
Morris, John H. 
Thompson, George P. 
Higgins, Wallace L. 
Prince Edward Island — Government of............... Jones, Honourable J. W. 
Rogers, B. Graham 
Offer, Elmer E. 
Scales, Austin A. 
Gorman, Eugene M. 
O’Brien, Jerome 
Reddall, Charles P. 
MacFarlane, Lorne H. 
Thompson, Colonel C. C. 
Quebec — Chamber of Commerce of the Province of... .La Tour, Gilbert 
Quebec — City of and Chamber of Commerce of the 


Citysol bias Pate Ee ae es Se Power, Frank 
Poisson, Y. 
Railway Association of Canada...................02.: Brass, J. A. 
; Gaffney, F. A. 
Regina Chamber of Gommerce),). ..... 0.46. e565 62 505 Whitmore, E. F. 


Saskatoon Board of Trade and 

Saskatchewan Associated Boards of Trade 
Saguenay Council of Economic Planning..... Oat ene Grenier, P. 
Saint John Board oi Trademareaas ......60 24 nee. eee Blake, A. F. 

Mortimer, Frederick C. 

Saskatchewan Branch Canadian Seed Growers’ 

ASSOCIALION P2155 Oh re ois eitege) Sanden asd ok Gi eee ae Dickinson, F. L. 
Saskatchewan Cattle Breeders’ Association............ Connell, G. F. 
Saskatchewan Coal Mine Operators................... Nord, F. H. 
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BRIEF WITNESS 
Saskatchewan Co-Operative Producers Limited......... Robertson, George W. 
paskatchewan Dairy. Association... | ,<.4,00 5 asbu winless Turnbull, J. 8. 
Saskatchewan Federated Co-Operatives Limited........ Fowler, H. L. 
Saskatchewan Forage Crop Growers Co-Operative 
NUR PICSCI OA ASO CIS CLOT rete ot wieder Dickinson, F’. L. 
Saskatchewan — Government of................-ee00: McIntosh, Honourable L. F. 
Britnell, Dr. G. E. 
Saskatchewan —- Government of............4.. 0.00005 Britnell, Dr. G. E. 
Also Governments of Manitoba and Alberta Harries, Hu 
(re Crowsnest Pass Rates) Moffat, R. E. 
Saskatchewan Homemakers’ Clubs.................... Wade, Mrs. Mary C. 
Saskatchewan Honey Producers Co-Operative 
Marketing Association Limited................... Pugh, Roy M. 
Saskatchewan Motor Dealers’ Association............. Pinch, John 
paskntonewanr Poultry board eA, Bl ek ee Brown, W. W. 
Saskatchewan Seed Grain Co-Operative Limited........ Dickinson, F. L. 
Saskatchewan Stock Growers’ Association.............. Wiebe, Herbert 
Ship-Dy-lall ASSOCIA GION! JUGS. GA ou... peo aces ok em Huston, H. B. 
Sidney Roofing and Paper Company Limited........... Bolton, G. R. 
Southern Alberta Co-Operative. ...............0000 ees Cameron, A. A. 
Vegetable Growers’ Association Limited 
Southern Alberta Sheep Breeders’ Limited............. Benson, William 8. 
Surrey Co-Operative Association...............000000- Creelman, B. G. 
Trans-Canada Highway System Association 
Rein CB OU be ash inj.) 4 pets smdadoremnene each 4 Smith, S. Bruce, K.C. 
United Farmers of Alberta Co-Operative Limited....... Priestley, Norman F. 
United Farmers of Canada (Saskatchewan 
Ree fom ULC rete Ae cake. a tale a grids bacbh ‘abel ces Bickerton, George R. 
A eC Mata) COLOWOrS oe coal, ob... Beran sale WADA < cadueesyaledd Brownlee, Honourable J. E. 
NADCOM et DOSLOGOI,LYACG.at. lik iibuie «gees 4 eeties. sits Norrie be Gr KG, 
MA COMVET Git VOL ue ces hadtrin act iele lin! UE Rotini at ihe sles Thompson, Mayor Charles E. 
Vulcan Iron and Engineering Limited................. Stetchishin, V. M. 
Westeroimtilrerries bannrited ) Miah. Je ee OS Pate, Peter W. 
Phillips, Sanford 
Western Stock Growers’ Association................02. Coppock, Kenneth 
Western Supplies Limited...... JES IG ae en PY at Armstrong, Henry B. 
Westminster Paper: Company weve We ok... Sa Bolton, G. R. 
Winnipeg Chamber of Commerce................0205: Fillmore, W. P., K.C. 
and the City of Winnipeg Walker, John 
Woollintes HOrésteb roduc ay ths Seiichi ia wtorn Jeers Hee Woollings, E. V. 
W oollingem Oth aanitNGOmipanys siete cece eee ca uty, Hie, 
Y Ole HC Wardle AICS ene, eee tar sewer ils nal < Beles Beye Young, Edward James 


Alberta Provincial Sheep Breeders’ Co-Operative 


SSORTALIGM LT teU sis pe kaiven aie sun 4 9, eetater ate secs No Witness 
Boardtor lradel City of Montreal 20. tacse ve. oe ne Leas m 
Boarcdhofelraden@ityioml oronto wi. ie AA ae fe 
Canadian Air Lines Dispatchers Association............ % 
Canadian retail Wederation gecesi. ia. ce dieeta gs neew es “i 


Consolidated Truck Lines Limited ......... 0s cso ee os ne 
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Consumers of Heavy Industrial Fuel from Lloydminster .No Witness 
Fort William and Port Arthur Chambers of Commerce— 

Joint Transportation Committee of the............. 
Touisburer. board of rade. ioe os apes’ = she) eos eee my 
Quebec Pulpwood Dealers — Association of............ 
Quesnel Board of Trade. 28a. ss eS. ae “Ne 
Raval Agricultural Winter Halt. ogc: yo. sl we eee m 
Saskatchewan Association of Rural Municipalities....... 
Truck Drivers and Helpers Union — Local 31.......... ‘i 


LIST OF CITIES WHERE HEARINGS WERE HELD 


Ciry DatEs 
OTA W AO taro’ Pi Uk Ween ts stot aaid i eeeye ees May 2nd, 1949 
VAIS Gr VES TiTPOD A. maida ee ge ote ee et yee June Ist, 2nd and 3rd, 1949 
REGINA, Saskatchewan: .vanyebl.s ssc) s o> 2 ete June 7th, 8th, 9th and 10th, 1949 
CACOARY (eA Deria nties sols 15 2m Re leila) ae June 13th and 14th, 1949 
HOMONTONWAlbertag . odal.!s ae asl woh atone June 16th and 17th, 1949 


VIC PORDAS Britisty Golan ota amen enter ia ats June 22nd and 23rd, 1949 


» 


VANCOUVER (British) Columbiagae ets «sen June 28th, 29th and 30th, 1949 
HUA EW ALN INOVa SCGUAL. Gcrirecietrens. © Matera July 12th, 13th and 14th, 1949 
FREDERICTON, New Brunswick................ July 18th, 19th, 20th and 21st, 1949 
CHARLOTTETOWN, Prince Edward Island...... July 25th, 26th and 27th, 1949 
QUEBEC, Quebec :i.eis.2 Pare ec. neater eee July 30th, 1949 

MONTREAL, Quebeetel wave... oo ue August 2nd, 1949 

OUI PO Ontario. ee abe eee. ed) soe August 4th and 5th, 1949 

Sec QHIN S'Newoundianda ia. 2 en. eecnaeeee September 27th, 28th and 29th, 1949 
CIO: Onta ii once ee bem gan eae November Ist to December 16th, 1949, 


February 6th to March 31st, 1950, and 
April 19th to May 31st, 1950 


CHAPTER I 


ECONOMIC, GEOGRAPHIC AND OTHER DISADVANTAGES 
OF CERTAIN SECTIONS OF CANADA 


Paragraph 2(a) of P.C. 6033 requires the Commission to ‘‘review and report 
upon the effect of economic, geographic and other disadvantages under which 
certain sections of Canada find themselves in relation to the various transporta- 
tion services therein and to recommend what measures should be initiated in 
order that the national transportation policy may best serve the general well- 
being of all Canada.” 


A. INTRODUCTION 


The governments of British Columbia, the three Prairie Provinces and the 
four Maritime Provinces all appeared before the Commission and made sub- 
missions concerning economic, geographic and other disadvantages under which 
their respective provinces suffered in relation to transportation. No submissions 
were made by the governments of the provinces of Ontario and Quebec, although 
invitations were sent to the Premiers of both these provinces and regional hearings 
were held in Toronto, Quebec and Montreal. Likewise it is significant to observe 
that in the recent applications for increased rates made by the railways to the 
Board of Transport Commissioners in the years 1946 to 1950, the provinces of 
Quebec and Ontario were not represented, but all the other provinces (except 
Newfoundland which did not enter the Union until April 1st, 1949) contested 
the applications and appealed all the decisions to the Governor in Council. 


The attitude of the Governments of the Central provinces seems to indicate 
that present conditions of railway services and railway charges are considered 
generally satisfactory in this region, and is in marked contrast with the preva- 
lence of discontent and of the desire for changes found in the other provinces. 


In the first decision of the Board filed in the 30% application on March 
30th, 1948, the position of the Board with respect to its jurisdiction and powers 
to reduce rates to assist industry or to equalize, through the prescription of 
reduced rates, production costs, geographical location, or climatic conditions, 
was dealt with at considerable length. The following extracts from its decision 
indicate clearly the opinion of the Board as to its own powers and as to the discre- 
tion left to the railways concerning these matters. Quoting with approval from 
its previous decision in Re National Dairy Council of Canada (1924), the Board 
said at page 53: 


“The Board is given power to deal, inter alia, with the reasonableness of the rates. 
It is nowhere authorized by Parliament to be an arbiter of industrial policy. Opinions 
may differ as to different lines of development, but the Board’s functions in approaching 
a rate situation are concerned with ascertaining the reasonableness of the rate, not 
with applying to a rate situation a preconceived opinion as to what type or method of 
industry should be helped by a modification of the rate. 


“In other words, while members of the Board may and do, as Canadians, sym- 
pathize with policies of economic development which may through increasing diversity 
lead to greater economic solidarity, it is not their general opinions but the powers 
conferred on them by the Railway Act which determine what they can do. Very wide 
powers, it is true, are given under the Railway Act; but the Railway Act is not to be 
construed as if it were a blank cheque to be filled in as members of the Board see fit. 
It is not the Board’s function, as delegated-by Parliament, to make rates to develop 
business, but to deal with the reasonableness of rates either on complaint or of its own 
motion.’ 
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Again quoting from C.N.R. vs. C.P.R. et al 39 C.R.C. 1 at pp. 25-27: 


“In so far as this involves the proposition that a producer’s cost disadvantage 
should be equalized or diminished in the freight rate . . . it may be stated that this 
transcends the powers or functions of the Board.” 


and 


“Tt is no part of the obligations of the railways, under the Railway Act, to equalize 
costs of production through lowered rates so that all may compete on an even keel 
in the same market.” 


and 


“Railways are not required by law, and cannot in justice be required, to equalize 
natural disadvantages such as location, cost of production and the like.” 


and 


“A railway company is not called upon so to adjust its rates that the shipper 
will always be able to carry on his business at a profit. The rate is only one item in the 
shipper’s costs. The obligation of the railway company is to charge a reasonable rate. 
It is not called upon, through the reduction of the rate, to guarantee that the business 
will be carried on at a profit. In other words, the needs of the business and the way 
in which it is carried on are not the measure of the reasonableness of the rate.” 


and 


“The Board has held that it is not concerned with equalizing costs of production, 
and that in matters of rates its jurisdiction relates to reasonableness of the rates.” 


and 


“The Board has many times said that it is not concerned with equalizing costs 
of production. It has many times affirmed that its jurisdiction in connection with 
applications is concerned with reasonableness of rates, not with the rate of profit 
which the applicant is making.” 


and 


“Tt has been held time and again that rate-regulating commissions have no right 
whatever to attempt to equalize geographic, climatic, or economic conditions. They 
are concerned simply and wholly with the question of the reasonableness of the toll 
which the railway company is seeking to collect for the carriage of a given commodity, 
irrespective of how it is made, or whence it comes.” 


and 


“The Board has indicated that in the matter of rates, for example, its function 
is concerned with complaints as to unreasonableness or as to unjust discrimination, 
and that it is not empowered to put in rates simply to develop traffic; that is to say, 
the Board is not empowered by Parliament to act as an arbiter of industrial policy. 
If it were so empowered, there would need to be explicit words; and if such a power were 
conferred, the Board would then be able to pass upon the question whether an industry 
should be allowed to develop in one section or another. No such power has been 
conferred. The railway, subject to the inhibitions as to unjust discrimination, may give 
a reduced rate basis to develop traffic. It takes the responsibility of the profit or loss 
in connection with the transaction. The Board, under the Railway Act, has no profit 
or loss responsibility, and its intervention in the matter of rates must, as has been 
indicated, be concerned with matters falling within the broad categories of reason- 
ableness and unjust discrimination, and not with a policy of developing industries 
through rate adjustments.”’ 


and 


“The powers which are conferred upon the Board are regulative and not managerial. 
It is not the Board’s function, as delegated by Parliament, to make rates to develop 
business, but to deal with the reasonableness of rates, either on complaint or of its 
own motion.” 
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and 
“Tt has been decided that the railways have powers in regard to developing traffic 
which are not held by the Board; that is to say, the railway, taking the risk of profit 
or loss, may put in a rate to develop traffic which it would not be justifiable for the 
Board to install. The railway may put in development rates with a view to increasing 
traffic, but such rates, I submit the Board has no power to put in.” 


B. POSITION TAKEN BY THE PROVINCES 
BEFORE THE GOVERNOR IN COUNCIL 


Following this decision the seven provincial Governments appealed to the 
Governor in Council. It is important to set forth here some of the representations 
made in the brief submitted by the Premiers of the seven Provinces to the Cabinet 
on July 20th, 1948, because it was mainly as a result of these representations 
that the Order in Council appointing this Commission was passed: 


“One of the outstanding difficulties with which the Board is confronted in its 
efforts, since its organization, to regulate, and control Canadian freight rates, and build 
up a system or a rate structure, which will, in all respects, under similar circumstances 
and traffic conditions, be just and reasonable to all persons and localities, has been, 
and is, the question of geographic disadvantage, or disability of some localities. It 
has been laid down as a principle that the Board’s functions do not extend to the 
removal, by adjustment of freight rates, of these natural geographical disadvantages, 
which, in a country of such enormous extent and widely covered area, must naturally 
exist. 


The brief then refers to the Judgment of the Board in the 30% application 
where it says: 


“Tt has been held time and again that rate-regulating commissions have no right 
whatever to attempt to equalize geographic, climatic, or economic conditions. They 
are concerned simply and wholly with the question of the reasonableness of the toll 
which the railway company is seeking to collect for the carriage of a given commodity, 
irrespective of how it 1s made, or whence it comes.”’ 


The brief then says: 


“In view of the opinions of the Board repeatedly expressed in the above way it 
seems obvious to us that any inquiry by the Board under the recent Order in Council 
P.C. 1487 would necessarily be restricted and limited in nature. 


“Further, the legalistic attitude of mind shown in these Judgments of the Board 
has persisted too long for the Board to change its point of view and to give the considera- 
tion which is due to vital questions of the impact and effect of increased rates from the 
geographic, economic and national aspect.” 


The brief also says: 


“The general public affected by the Order of March 30, 1948, has lost confidence 
in the Board’s approach to the problem, and it is of the utmost importance that public 
opinion be considered in this regard. 


“For the reasons stated the Provinces represented here feel no useful or effective 
purpose will be served by an inquiry before the Board and are not prepared to accept 
the Board as a tribunal for dealing with the broad questions which have been referred 
to it.” 


The Provincial Premiers then asked for a Royal Commission: 


“With wide powers of reference enabling it to inquire into all railway problems 
of the country as they exist in either a geographic or an economic sense with full power 
to recommend any amendment to existing legislation or as to the constitution, powers 
and duties of the regulatory body, it could do much to promote a greater sense of 
national and regional security in the Dominion. We feel an opportunity should be 
given to the Provinces to make recommendations with regard to the terms of reference 
of the Royal Commission.” 
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In the aforesaid brief, reference is made to the burden that the freight rate 
structure imposes on certain areas because of their geographic and economic 
positions and it is stated that the powers given to the Board by Parliament do 
not ‘‘enable it to carry out the broad and perhaps (relative to the freight rate 
structure) almost revolutionary changes that the Government envisages it might 
accomplish.” 


C. DIVISION INTO REGIONS 


Essential differences exist in geographic, economic and other conditions 
in the various Provinces of Canada which might warrant a separate discussion 
of the disadvantages under which each Province finds itself in relation to trans- 
portation. There are, however, certain similarities in conditions in some of the 
Provinces which make it simpler to divide the country into sections or regions 
for the purposes of this chapter. 

Fhe Maritime Provinces of Nova Scotia, New Brunswick and Prince Edward 
Island form a geographic unit, and have somewhat similar transportation pro- 
blems. All three (and Newfoundland with them) enjoy the statutory advantages 
provided under the Maritime Freight Rates Act. 


The three Prairie Provinces of Alberta, Saskatchewan and Manitoba, 
likewise form a geographic unit, have similar transportation problems and 
similar economic aspects, and all enjoy the privilege of the statutory Crownsnest 
Pass Rates. 

The Province of British Columbia has certain advantages peculiar to itself, 
and likewise certain peculiar disadvantages which warrant it being treated in a 
separate category. 

The Province of Newfoundland is a new province of Canada, and its problems, 
though in many respects similar to those of the three Maritimes Provinces, are 
sufficiently distinctive to warrant separate discussion. 

The Provinces of Ontario and Quebec, because of their central location 
within Canada, their similar economies, and their apparently similar lack of 
concern both with the proceedings of this Commission and with those before 
the Board of Transport Commissioners in the rate cases from 1946 to 1950, 
can be dealt with together for the purposes of this chapter. 


_ _ It will be convenient therefore to divide the country into the five regions 
indicated in the preceding five paragraphs. 


1. THE MARITIME PROVINCES 
(a) ALLEGED DISADVANTAGES 


1. The chief disadvantage complained of is the long haul to markets and 
from sources of supply which places the Maritime producers at a relative dis- 
advantage in reaching Central Canadian markets in competition with producers 
in that area who have a much shorter haul. This disadvantage is said to be 
accentuated by the Canadian customs tariff policy because it increases the 
dependence of the area on Central Canada instead of the Eastern United States 
which is claimed by the Maritime Provinces to be both the natural market for 
their products and the natural source of their supplies. 


2. These Provinces submit that the characteristics of their economy are: 
(a) a marked dependence on the production of low-valued basic commodities 
which are sold in large part outside the area; (b) a dependence in large measure 
on outside services, principally in Central Canada, for producer and consumer 
goods, and (c) a relatively undeveloped manufacturing industry which for the 
most part is small-scale and hence finds it difficult to compete with the large- 
scale lower cost producers of Central Canada. | . 
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3. The Maritime Provinces state that when compared to Central Canada 
their economy is found to be deteriorating, and that this trend is influenced by 
the increased cost of transportation to Central Canada and by the contraction 
of foreign markets; for example the loss of markets for apples, lumber and pit 
props in the United Kingdom, and potatoes in the United States. 


The case of the Maritimes may be summarized: At Confederation they 
were promised access to the Central Canadian market. Today, in view of the 
deterioration in foreign trade, particularly because of monetary and commercial 
restrictions, access to the Central Canadian market has become more important 
than ever. Isolation of the Maritimes from the Central Canadian area as a 
result of distance and of increased freight charges is one of the central themes 
put forward in their case. A witness for the Transportation Commission of the 
Maritime Board of Trade, when asked whether or not the Maritimes were willing 
to accept their disadvantages provided they retained their advantages, replied: 


“The national background in connection with our Intercolonial Railway was to 
afford persons and industries to get into the markets of Central Canada. That is 
the basic principle.” 


_ The Maritime Freight Rates Act is regarded as the instrument intended to 
facilitate access to the Central Canadian markets. It was suggested by the same 
witness that this instrument is losing its effectiveness: 


“The general tenor of the evidence of the Maritime approach . . . is that the changes 
which have taken place since the Maritime Freight Rates Act became effective in 
1927 are having the effect of enhancing the difficulty of Maritime producers in reaching 
the highly competitive markets of Central Canada in competition with industries 
located closer to the markets.” 


Maritime shippers allege that these changes have resulted principally (1) 
from the increase of truck competition in Central Canada, which has had the 
effect of lowering rates for their competitors in that market, and (2) from the 
recent general horizontal increases, particularly on the long haul from the select 
area westward. These changes, they say, have decreased the advantages which 
the rates established under the Act of 1927 were intended to confer on the 
Maritimes. 


It is argued that national customs tariff policy has operated unfavourably 
to the Maritimes. The following excerpt from the Report of the Royal Com- 
mission on Dominion-Provincial Relations was quoted by Maritime Counsel 
with approval: 


“National tariff policies have probably operated unfavourably in general, since 
Maritime manufacturing industries producing for home consumption have been exposed 
to the competition of the more advantageously located manufacturing industries in 
Central Canada; Maritime primary industries have been burdened with increased 
costs; and the great shipping, commercial and financial service industries, which bulked 
so large at the time of Confederation, have either found it impossible to adapt themselves 
to changed techniques and the framework of national policies and survive, or have 
migrated to Central Canada.” 


It is contended that without the customs tariff the Maritimes would have 
traded more with the United States, the United Kingdom and Central and South 
American countries and that new industries would have developed; and that 
the tariff has shifted purchases from the cheaper American to the more expensive 
Canadian goods. Thus, it is alleged, the customs tariff policy has subsidized 
one part of the country and at the same time has penalized the Maritimes. 


It is therefore contended that the nature of the Maritime economy, the 
Canadian customs tariff policy and the deterioration in foreign markets have 
made the Central Canadianemarket of vital importance to the region. Maritime 
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producers are said to be at a disadvantage in this market in relation to local 
producers owing to the long haul from the producing to the consuming centres, 
and similarly Maritime costs and standards of living are said to be affected by 
the long haul on materials and equipment from Central Canada. It is submitted 
that freight charges and increases in these rates must generally be absorbed by 
producers and consumers in the area. Horizontal increases are said to be specially 
detrimental to the economy because in terms of dollars they increase long haul 
more than short haul rates and thus increase the competitive difficulties of 
Maritime producers in their principal markets. The net effect of all these factors 
is said to place the Maritime economy at a disadvantage in relation to local 
producers in the Central Canadian market. 


(b) CONCLUSIONS CONCERNING DISADVANTAGES OF 
CARLOAD ALL-RAIL TRAFFIC OF THE MARITIME 
PROVINCES (BUT NOT INCLUDING NEWFOUNDLAND) 


1. Reference may here be made to the Waybill Analysis recently made by 
the Board of Transport Commissioners as a first important step in the conduct 
of their General Freight Rate Investigation pursuant to Order in Council P.C. 
1487 dated April 7, 1948. This analysis is dated August, 1950, and deals with 
carload, all-rail traffic between points in Canada which terminated at destina- 
tions on four dates selected as representative to show the actual flow of traffic 
for the year 1949. This analysis does not deal with less than carload: traffic 
which, it appears, amounts by weight to about 314 per cent of the amount of 
carload traffic and to about 61% per cent in revenue as compared with carload 
traffic; nor does it deal with international traffic, but only carload traffic ori- 
ginating in and destined for Canadian points. 


The Waybill Analysis indicates that approximately 93 per cent of the freight 
traffic originating in the Maritime Provinces moves on commodity rates and 
that the average haul per ton is 319 miles, but that about 30 per cent of the 
93 per cent moves on the average from 733 to 812 miles. 


On the other hand, while approximately 80 per cent of the freight traffic 
originating in Central Canada moves on commodity rates and the average haul 
per ton is 234 miles, approximately 90 per cent of this, on the average, moves 
from 80 to 167 miles. It will thus be seen that, compared to Central Canada, 
the Maritimes Provinces do, at least on a large part of their originating traffic, 
suffer a disadvantage in respect to length of haul. 


2. The economy of the Maritimes is highly specialized and may properly 
be characterized as an economy having a heavy dependence on markets external 
to the region itself. In 1946 roughly 40 per cent of the gainfully occupied were 
engaged in agriculture, forestry, fishing and mining, with about one-half of 
these in agriculture. About one-third were employed in trade and services and 
the remainder were distributed in smaller proportions among the other industries. 
Of about 9 per cent of those employed in manufacturing well over half were 
in the iron and steel and wood and paper products industries. The only other 
significant proportions in manufacturing were found in the vegetable and textile 
products industries. Agriculture, forestry, fishing and mining accounted for 
about 60 per cent of the net value of all goods produced, and manufacturing 
for about 24 per cent. Of the primary industries agriculture was the most impor- 
tant, with forestry and fishing next in order. 


Measured in terms of the gainfully occupied, the fishing, forestry and 
mining industries are relatively very much more important in the Maritimes 
than in Canada asa whole. Construction, transport, service and trade are roughly 
of the same importance as elsewhere in Canada. The relative dependence of 
the region on a few primary industries is the most striking feature of the Maritime 
economy. 
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This high degree of specialization in the production of primary products 
implies a heavy dependence on markets and sources of supply outside the area. 
If these markets and sources of supply are distant it also implies heavy transpor- 
tation charges. The main external sources of supply are Central Canada and 
the United States. Much of the imported food, machinery and equipment 
comes from Central Canada and feed grains from Western Canada. On the 
export side the United Kingdom and Western Europe have been very important 
as outlets for lumber and apples, the Mediterranean area, the West Indies and 
the United States for fish, and the United States for newsprint, pulp and pulp- 
wood. The United States market has become the mainstay of the forestry 
industry. The potato markets are mainly in the United States and Central 
Canada. While formerly a large part of the produce of the area was sold outside 
Canada, in recent years these markets have been falling off because of trade and 
currency restrictions. Thus the Central Canadian market has become relatively 
more important. In this market Maritime products must meet the competition 
of local producers whose transportation costs are relatively lower. 


It seems clear that growing dependence on the Central Canadian market 
and the relatively long haul from the Maritimes to this area are the principal 
reasons for Maritime complaints about freight rate increases. 


4. As to the allegation that Canadian customs tariff policy has worked to 
the disadvantage of the Maritimes in that it has limited markets abroad, increased 
the cost of imported supplies and retarded industrial development in the Mari- 
times, and that in the absence of the customs tariff, the competition of cheaper 
American goods would have benefited Maritime purchasers, it must be said 
that it is not possible to determine how great the market would have been in the 
United States if there had been no Canadian customs tariff because one cannot 
assume that the United States would have admitted Canadian goods duty free. 


It must be borne in mind, however, when dealing with the probable effect 
of the customs tariff in creating disadvantages for certain regions, that one of the 
tendencies of industry is to seek the centre of the community it serves, even where 
no tariff protection exists, because a central location provides an advantage in 
respect to the costs and facilities of transportation. And it is of course necessary 
here to reduce all the representations made (in so far as this can be done) to 
the aspect in which they appear in the light of the transportation problem. 

5. The concern of the Maritimes with the problem of access to the Central 
Canadian market and of cheap transportation on goods drawn from that area 
has become acute as a result of the recent rate increases. This concern may be 
partly a result of the expansion of industry in time of war which was no doubt 
assisted by the freezing of freight rates, and of the desire to hold the gains made 
during the war. 

(c) THE PRINCIPAL REMEDIES SUGGESTED 


The principal remedies suggested by the Maritime submissions are: 

(a) Restoration of the arbitrary over Montreal that existed on July 1, 1927; 

(b) Limitations on horizontal increases; 

(c) New Brunswick in particular requests that the reduction under the 
Maritime Freight Rates Act be made to apply to inbound as well as 
outbound freight and that the 20% reduction accorded by the Act 
be increased to 30%; 

(d) Prince Edward Island asks that the reduction apply to inbound freight 
on certain articles entering into costs of production in that Province; 
and 

(e) An extension of the reduction granted under the Maritime Freight Rates 
Act beyond Levis to points as far west as Toronto or Windsor, Ontario. 

All of these matters are dealt with elsewhere in this Report. 
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2. THE “PRAIRIE” PROVINCES 


(a) ALLEGED DISADVANTAGES 


fe : } : i 

“1. The chief disadvantage complained of is the long haul to markets and 
from sources of supply coupled with dependence on rail transportation in the 
absence of truck and water competition. 


2. Great stress is laid upon specialization of resources which implies depen- 
dence on outside markets for the sale of the products of the area and dependence 
on outside sources of supply for many consumer and producer goods. These 
markets and sources of supply are mainly in Central Canada, British Columbia, 
the United States and Western Europe. 


3. The long rail haul involved in marketing the products of the area is said 
to be particularly burdensome because long-haul rates are high and they apply 
generally to low-valued bulky commodities. Moreover, many of the products 
are sold in markets where competing producers either have a shorter haul or 
have the advantage of cheaper forms of transport. 


4. It was contended, too, that the Prairie economy is bordered on both the 
East and West by relatively barren areas that are not locally productive of rail 
traffic, and it was assumed that there is in consequence a heavier transportation 
toll on the products originating in the Prairie area—a toll which it is said the 
railways can levy because of their monopolistic position in that area. 


5. The Provinces of Alberta and Manitoba appear to be willing to accept 
the disadvantage of distance as such, but complain of various features of the 
rate structure which they insist have intensified it. 


This means that the desirability, in fixing freight rates, of mitigating the 
effect of distance on shippers and consignees in remote regions presents a problem 
of primary importance in the building up of a just and reasonable freight rate 
structure. Alberta further submits that rates should not be established on the 
basis of purely local costs and conditions. 


6. A great deal was said by these Provinces about their economic disad- 
vantages. One of the most important points made has to do with the nature 
of the Prairie economy arising out of the specialized character of its resources. 
Economic activity is mainly of a primary sort with heavy dependence on agri- 
culture. Lack of diversification together with dependence on foreign markets 
for the staple products of the area means that it is vulnerable to the shocks of 
economic fluctuations. The prices of these products fluctuate over a wide range 
and the output of agricultural products is highly variable. Under these circum- 
stances gross income fluctuates widely and net income fluctuates even more 
because of uncontrollable costs, including transportation costs. It is feared, 
therefore, that if freight rates are raised in periods of rising prices it may be 
difficult to have them lowered in times of falling prices. It is argued also that 
producers and consumers in the region bear the burden of freight charges both 
on incoming and outgoing traffic. For these reasons the level of freight rates 
has a particularly significant effect on the level of the net income of the region. 
These Provinces argue that the freight rate structure has impeded diversification 
of industry. It is asserted that transcontinental rates are detrimental to the 
development of local industry for distant markets in that, for example, they give 
Ontario an advantage over Manitoba in the British Columbia market. Alberta 
presented a detailed submission to the effect that rate relationships and ‘‘market 
rates’’ impede the location of secondary industry in the Province. 


7. The problem of market competition is raised by the three Prairie Pro- 
vinces. This problem is important for two reasons: (1) the dependence of the 
area on outside markets for the sale of its bulky primary produce, and (2) the 
long haul to these markets. For these reasons freight charges are likely to be 
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high in relation to the value of the products and are an important part of the 
cost of production and marketing. Many of the objections to specific rate 
practices, e.g. horizontal increases, are in part at least based on this consideration. 


“8. The contention that the Prairie Provinces constitute a non-competitive 
transportation area is put forward by all three Provinces though it is argued most 
fully by Alberta and Saskatchewan. It is claimed that the area is almost wholly 
dependent on rail transport because of the lack of water routes, the relatively 
undeveloped state of highway transport, and the large proportion of long-haul 
traffic in the area which can best be handled by rail. In other areas, it is said, 
and particularly in Central Canada, both highway and water competition force 
the railways to publish lower rates than in non-competitive areas. A greater 
burden of transport costs is thus imposed on the non-competitive areas since 
they must make up the deficiency in railway revenue when increases cannot be 
added to competitive rates. Counsel for Alberta stated that these things are 
the “core” of the transportation problem today and that they have produced 
a “‘major crisis in transportation policy.” 


The crisis is said to arise out of the unequal impact of carrier competition 
in the different regions and on different traffic movements. Alberta Counsel 
went on to say: “If increased costs are imposed upon the railways which are 
translated into freight rate increases which can be levied only on the non-com- 
petitive traffic—then I say that it would be utterly indefensible to permit the 
railways to extract such an increase from the non-competitive traffic and the 
non-competitive areas.’’ When this point is reached, Counsel said, the non- 
competitive traffic must be protected from the consequences, and such protection 
can only come in the form of a Federal subsidy to the railways. Both Alberta 
and Saskatchewan appear to believe that the competitive crisis will become more 
serious with the passage of time. The development of the St. Lawrence-Great 
Lakes Waterways is considered to be a disadvantage in so far as it may result 
in higher local rates in the West to compensate for lower competitive rates in the 
East. 


9. Alberta places a good deal of stress on the problem of the relation of 
freight rates to industrial location. The lack of secondary industry is said to be 
a major economic disadvantage to the province. Alberta has resources capable 
of local processing, e.g. livestock, and contends that the freight rate structure 
should not be permitted to operate against the development of secondary industry 
natural to the area. Certain aspects of the rate structure are said to be important. 
The relationship between the rates on the raw material and the finished product 
should be such, it is submitted, as to neutralize the effect on industrial location, 
i.e. the rate relationship as such should neither encourage nor discourage the 
development of secondary industry in a particular area. Alberta presented as an 
illustration examples of rates on livestock and meat products which purported 
to show that the rate relationships tend to encourage the export of livestock to 
processing plants elsewhere. It is also alleged that present methods of rate- 
making unfairly affect regional location of industry, e.g. long-and-short-haul 
discrimination, distributing rates, agreed charges, stop-off and in-transit privi- 
leges, rate groups, developmental rates and interline rates. 


10. Vegetable canning in southern Alberta is cited as an example of an 
industry which is denied the benefit of its proximity to markets in British Co- 
lumbia because vegetables canned in Central Canada can move into the West 
Coast market at lower rates—a case of long-and-short-haul discrimination. 
(This contention arises out of the existence of transcontinental water competitive 
rates which are dealt with elsewhere.) The existence of interline rates is said to 
impose a penalty on an industry which is in a location necessitating shipment 
to market over both railways. The existence of distributing rates is alleged to 
create a kind of discrimination between shipping points and shippers which 
may retard development at a particular location. Agreed charges are said to 


32 REPORT OF THE ROYAL COMMISSION ON TRANSPORTATION 


discriminate against the small shipper and interfere with legitimate competition 
from other carriers. Stop-over or in-transit privileges are said to have an effect 
on industrial location, and it is urged that shippers should have the right to 
apply to the Board of Transport Commissioners if the railways refuse to grant 
such privileges. The rate grouping principle as applied to a production area is 
recommended in order to encourage industrial development over an area rather 
than at a particular point in the area. 


11. It was said that generally the level of freight rates is higher in the West 
than in the East, and although admittedly this disparity has been considerably 
reduced it is contended that now, as a result of the recent increases in non-com- 
petitive rates and the non-application of the increases to competitive rates, the 
difference in the over-all level will increase. The inequality is said to arise mainly 
from differences as between East and West in the standard mileage class rates, 
the distributing class rates, the commodity mileage scales and the extent of low 
competitive rates in the East as compared with the West. The railways argue 
that whatever differences may exist arise out of regional economic differences 
relating to competition, density of traffic, differences in costs of operation and 
other local differences. In any case the Prairie Provinces maintain that these 
disparities, with the exception of those necessary to meet competition, are not 
justified today and that substantial equalization should prevail across the 
country. It is generally admitted that competition is a valid reason for regional 
rate differences, but it is contended that competitive rates should be under the 
active supervision of the Board whose duty it should be to inquire into the 
necessity for them and to determine whether or not they are compensatory. 


12. All the Prairie Provinces contend that the benefits of national policy 
have not been distributed equally over the various regions and in particular 
that the Prairie Region has suffered from tariff policy and to some degree from 
railway policy. Saskatchewan argues specifically that the regional impact of 
national policy is of fundamental importance in assessing the economic and 
geographic disadvantages of the Prairie Provinces. In creating a national 
economy the impact of national policies is unevenly distributed and, it is said, 
works to the special advantage of Central Canada and to the disadvantage of the 
other parts of Canada. 


13. Saskatchewan contends that railway policy, which was essential for the 
economic integration of the various regions, involved the linking of the East and 
West coasts by a transcontinental transportation system wholly in Canadian 
territory. The Intercolonial Railway and the Canadian Pacific Railway were 
the original means by which this was accomplished. Thus, from the beginning, 
the railways have been instruments of national policy, and should still be consider- 
ed as such. It is asserted that artificially located railway mileage, i.e. through 
Canadian territory, when communication through the United States would have 
been more economical, has resulted in higher transportation costs than necessary. 
These higher costs are said to be the result of building the railway through the 
relatively low density traffic area between the Maritimes and Central Canada, 
through the high cost and low density area comprising the Precambrian Shield, 
through the less productive portions of the Prairie Provinces and through the 
Rockies by the difficult and costly passes on the southern route. While the 
Province of Saskatchewan did not complain of this policy as such, it did maintain 
that it resulted in higher rates for the shippers of the Prairie Provinces than would 
otherwise have been the case. This is alleged to be unjust, and Saskatchewan 
takes the position that where national policy has imposed higher costs of trans- 
portation on a region these costs should not be borne by the shippers but by the 
taxpayers in general. 


_ 14. Saskatchewan also contends that customs tariff policy has forced trade 
into east-west Canadian channels where it would otherwise have moved through 
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the United States, in which case Western Canada would have obtained a larger 
part of its supplies from the United States. In this respect customs tariff policy 
is said to be closely allied to railway policy in that it is one method of providing 
traffic to an all-Canadian railway system. It is claimed that this policy has forced 
Western Canada to buy more expensive consumer and producer goods manu- 
factured in Central Canada rather than cheaper goods from the American 
Middle West. It is claimed, too, that this has accentuated the long-haul problem 
of the area and strengthened the monopolistic position of the railways. The 
effect has been higher production and living costs in the area. Again it is not 
argued that the national policy should have been different in aim but rather that 
in its execution the area should not be burdened with the high freight charges 
and other costs. 


15. The Prairie Provinces made a basic argument of their claim that they 
pay freight charges on both incoming and outgoing freight. This is said to be 
one of the reasons why these Provinces are so concerned about the level of freight 
rates and their effects on the economy. 


Broadly speaking, the position taken by the Prairie Provinces (with modifica- 
tions in the case of Saskatchewan) is that the economic and geographic disad- 
vantages of the region must be accepted, but that the region should not be ex- 
pected to bear the burden of national policies where the effects of such policies 
are unevenly distributed regionally. Transportation policy, they say, should 
play a neutral role, i.e. freight rates as such should not be used as a means of 
artificially developing an area. It is contended that the rate structure should 
not accentuate the long-haul charges nor in any other manner make the economic 
and geographic disadvantages of the area more serious. 


(b) CONCLUSIONS CONCERNING DISADVANTAGES 


1. The Waybill Analysis of the Board above referred to indicates that about 
90% of the freight traffic originating in the Prairie territory moves on commodity 
rates and that the average haul per ton is 594 miles. It is probable that between 
40 and 50 per cent of this traffic is accounted for by traffic moving on the statu- 
tory Crowsnest Pass Rates. Nevertheless the average haul per ton for all carload 
traffic originating in the Prairie territory is 611 miles, which is considerably 
greater than for the Central region, and is exceeded only by that of Pacific 
territory which is 619 miles. It can therefore be said that traffic originating in 
these territories is more subject to the problems connected with long-haul move- 
ments than any other in Canada. 

2. The Prairie Provinces depend heavily on the primary products of agri- 
culture and to a lesser extent on mining, forestry and fisheries, and on the pro- 
cessing of the products of these industries. In 1948 those engaged in agricul- 
ture numbered about 48 per cent of the gainfully occupied, and mining, forestry 
and fisheries engaged approximately 3 per cent of these. More than one-quarter 
of the employed were engaged in trade and services and about 7 per cent in manu- 
facture (exclusive of processing, agricultural, forestry, fishery and mineral 
products). About 60 per cent of those employed in manufacturing were engaged 
in the processing of vegetables, animal, and wood and paper products, and about 
21 per cent in processing iron. 


The primary industries account for about 70 per cent of the net value of 
goods produced. There are, of course, local differences within the region, e.g. 
there is much greater dependence on agriculture in Saskatchewan and a relatively 
greater importance of manufacturing in Manitoba than in Saskatchewan or 
Alberta. 

3. The degree of specialization in agriculture is apparent and the Prairie 
Provinces are dependent on foreign markets to an extraordinary degree, partic- 
ularly for agricultural products (wheat, processed meats and live cattle) and 
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mineral products. Wheat has gone largely to Western Europe and to a lesser 
extent to the United States, South America, India and South Africa. The do- 
mestic market is the principal one for meat products, but exports to the United 
Kingdom have been considerable. With the falling off of the United Kingdom 
market the important market for Canadian livestock in the United States has 
been reopened. The United States is also the principal market for mineral 
products, newsprint and fish. The external domestic market (principally Central 
Canada and British Columbia) is an important outlet for dairy produce, feeds 
and minerals. 


4. The mid-continental location of the Prairie Provinces implies a long rail 
or rail-and-water haul to the principal markets. As the export products are 
generally low-valued, transportation costs are of great importance to the Prairie 
economy. Nor is the situation relieved by carrier competition except on the 
Great Lakes system, which has undoubtedly been important in holding down 
freight charges on the long hauls to Eastern Canada. Thus, as in the case of the 
Maritimes, the relation of freight rates to market competition is an important 
problem. 


Nevertheless, it should not be overlooked that the present rates on primary 
products moving out of Prairie territory show strong evidence of having been 
fashioned to meet these specific needs. Today the situation is taking a different 
turn, and it can be said that the maturing economies of the Prairie Provinces 
have become restive under a rate structure too closely adapted to an area of prime 
ary production. It is perhaps significant that the bulk of the rate complaints 
from the Prairie Provinces brought to the notice of the Commission were con- 
cerned with local movements within Prairie territory or inbound movements 
from other territories or from the United States. As to the outbound rates on 
primary commodities, there were few new complaints but there was evident 
concern to defend the existing rates which had been made the object of attack 
on the ground that they were no longer sufficiently remunerative. While primary 
production will continue for many years to be the mainstay of the Prairie econo- 
my, there is indication of increasing friction between the traditional rate structure 
and the drive for industrial development and economic diversification. 


5. What was said concerning the Canadian customs tariff policy in respect to 
the Maritime Provinces applies with great force to the Prairies. 


(c) PrRINcIPAL REMEDIES SUGGESTED 
The principal remedies suggested by the Prairie Provinces are: 
1. Equalization of freight rates in all regions in Canada, with the exception 
of Crowsnest grain rates; 


2. Closer supervision of competitive rates by the Board of Transport 
Commissioners; 

3. Alberta's proposals for new legislation to prevent long and short haul 
discrimination especially with respect to transcontinental rates; 

4. Saskatchewan's proposals for legislation somewhat similar to the Mari- 
time Freight Rates Act for the three Prairie Provinces, but to apply on 
both inbound and outbound traffic; 


5. Alberta's proposals with respect to “neutral” relationships in rates on 
raw materials and finished products; 


6. A reorganized Board of Transport Commissioners with emphasis on a 
larger staff of experts; and 


7. Manitoba's proposals that there should be more government control 
over and direction to the Board. 


These matters are all dealt with separately elsewhere in this report. 
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3. BRITISH COLUMBIA 
(a) ALLEGED DISADVANTAGES 


British Columbia does not stress its geographic disadvantages. The dis- 
advantage of the mountainous terrain is not dwelt upon, perhaps because the 
mountain differential was removed on July 1st, 1949. It should be noted, however, 
that the differential in passenger fares has not yet been removed. British Co- 
lumbia argues that this element of rate discrimination should be eliminated also. 
Counsel for the Government of British Columbia states in his argument that 
“Undoubtedly the existing transportation facilities have played a large part in 
the development of our province, but at the same time they (the railways) have 
been more than repaid for such services and we trust that it will never be even 
suggested again that British Columbia should pay additional charges for national 
transportation facilities because of its mountainous terrain.’’ Counsel mentions 
but does not stress the fact that many of the products of British Columbia must 
travel long distances to their markets in Central Canada, the United States or 
overseas, and, similarly, that a great proportion of the manufactured goods 
consumed in the province must come from distant sources. In fact, it is admitted 
that some industries in the province would welcome higher freight rates inbound 
because of the protection which they would afford to local industries. British 
Columbia’s position respecting the geographic factors is stated by Counsel 
as follows: 


“T might say now that in the final analysis the position which British Columbia 
will take on the question of geographic disadvantages is, in our opinion, that we must 
accept them as they are, and that all parts of Canada must accept their geographic 
position... If geographic disadvantages in other parts of Canada are to be taken into. 
consideration, then there are geographic disadvantages on our part to which considera- 
tion should be given. But we are not asking the Commission to give any weight to 
them.” 


The chief characteristic stressed by the province is the export-import 
character of the economy. The basic industries—lumbering, fishing, mining 
and agriculture—depend on other Canadian markets and on foreign markets. 
It is claimed that because of the disruption of international trade, British 
Columbia has become more dependent than formerly on Canadian and American 
markets. A large proportion of the food and manufactured products comes 
from outside the province. The export-import character of the economy em- 
phasizes the importance of distance and transportation costs on the long haul. 


The British Columbia Lumber Manufacturers’ Association submit that 
uniform percentage increases discriminate against long-haul traffic as compared 
with short-haul, and consequently disturb market patterns. The Association 
states that while the lumber manufacturers do not ask for special treatment 
because of distance to markets, nevertheless they do not want their disadvantages 
multiplied by horizontal percentage increases in freight rates. 


Reference was made to the concentration of population in the lower Fraser 
Valley and on Vancouver Island and in the Okanagan and Kootenay Valleys as 
a result of the topography of the province and the distribution of its resources. 
Topography has resulted in a set-up of railway facilities which is quite different 
from that in the Prairie Provinces and in most of the rest of Canada. The bulk 
of the railway system consists of main line trackage; there are relatively few 
branch lines. It is stated that the only important extension of rail facilities 
required is into the Peace River district. A great part of the trackage runs through 
sparsely settled areas where little traffic originates. It is contended that trucking 
facilities complement rather than supplement the railway system. Long haul 
by truck is not common. Water transportation is very important, ocean services 
giving relatively cheap access to foreign markets and providing competition with 


36 REPORT OF THE ROYAL COMMISSION ON TRANSPORTATION 


the transcontinental railway system as reflected in the transcontinental rail rates. 
The coastal services are also very important because many settlements along 
the coast are served only by water transport. Complaint was made of the 
inadequacy of these services and of the high fares and rates charged for them. 
Some of them are subsidized by the Government of Canada through the Canadian 
Maritime Commission. 

In British Columbia topography has limited the number of possible trans- 
portation routes and of necessity the economy has developed in relationship to 
those routes. Difficult terrain has meant also that costs of construction and 
operation of highway transport are high compared with other regions. 


(b) CONCLUSIONS CONCERNING DISADVANTAGES 


1. The Waybill Analysis of the Board above referred to indicates that in 
the Pacific territory (which prior to July 1, 1949, included British Columbia and 
part of Alberta, but which has for rate purposes become part of the Prairie terri- 
tory since the removal of the Mountain Differential on that date) approximately 
88 per cent of the freight traffic moves at commodity rates and the average haul 
per ton is 618 miles. While approximately 60 per cent of this traffic moves 191 
miles or less on the average, the revenues accruing therefrom amount to only 
25 per cent of the total revenues on traffic originating in Pacific territory. 


2. Like the Maritimes and the Prairie Provinces, British Columbia is an 
area of specialized resources and economic activity and is located long distances 
from its principal external markets, though the influence of distance is moderated 
by the availability of water transportation to overseas markets. 


3. The industrial distribution of the gainfully occupied shows a heavy 
concentration of more than 50 per cent in the various service industries—trans- 
portation, trade, finance and other services. Manufacturing accounts for 
approximately 12 per cent, forestry 11 per cent, agriculture 8 per cent, mining and 
fishing 4 per cent and 3 per cent respectively and construction almost 8 per cent. 


In terms of net value of production manufacturing is the most important 
industry with approximately 30 per cent of the total value of production. For- 
estry accounts for approximately 25 per cent, agriculture 13 per cent, and 
fishing, trapping and mining 17 per cent. 

The relative importance of forestry, fishing, mining, and the construction 
and service industries is apparent. Nearly 60 per cent of the gainfully occupied 
are in this group of industries. It is clear that the stability of external markets 
is significant in the British Columbia economy, which depends on the production 
and export of a few primary products. The large construction and service 
Pe are directly affected by the degree of prosperity in the primary in- 

ustries. 


4. A highly specialized and competitive economy has developed because of 
the limitation to a few very productive natural resources. Its primary products 
(raw, processed or semi-processed) are produced on a large scale and markets 
have been in industrialized countries like the United Kingdom and the United 
States rather than in Canada. On the other hand other parts of Canada have 
been the principal suppliers of imported capital and consumer goods. 


5. More than 45 per cent of the new value of production of the province 
was exported in 1939 and more than 40 per cent in 1947 as compared with about 
one-third of all Canadian production. The main exports are primary and semi- 
processed goods—about 60 per cent are forest products, 20 per cent non-ferrous 
metals and fertilizers, and 10 per cent fish and fruit. The chief markets outside 
Canada are the United Kingdom and the United States. In recent years the 
former has contracted and the latter has expanded slightly. Lumber, salmon and 
apples have gone largely to the United Kingdom, and pulp, paper and chemical 
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fertilizers to the United States. Base metals have been exported to both coun- 
tries. Thus, British Columbia is subject to the usual vulnerability of a Canadian 
primary producer selling in foreign markets and buying in a protected market. 


6. Exchange difficulties and trade restrictions which have reduced and limited 
the United Kingdom market since the war have turned the attention of British 
Columbia producers to the United States and Canada. While the American 
customs tariff is the principal barrier to exports to the United States, transporta- 
tion costs are also important as limiting access to Canadian markets in competi- 
tion with other Canadian suppliers closer to them. 


7. The rest of Canada, particularly Central Canada, and the United States 
are the chief suppliers of iron and steel, foods, textiles and clothing. The costs 
of rail transportation are important in this connection and explain British 
Columbia’s concern to establish that there is water competition between the 


East and West coasts so that the transcontinental railway rates will not be 
disturbed. 


8. The dependence of British Columbia on Eastern Canadian sources of 
supply and the growing importance of the Canadian market for the products of 
the area emphasize the importance of freight charges to the economy. The long 
haul and market competition explain the objection taken to uniform percentage 
increases, but in many instances the long-haul costs to the shipper have been 
mitigated by the existence of transcontinental rates. Water competition has 
led to low transcontinental rates and British Columbia insists that this competi- 
tion remains a reality. 


(c) THE PRINCIPAL REMEDIES SUGGESTED 


The principal remedies suggested by British Columbia are: 


1. The adoption of rates based more closely on the cost of service principle 
rather than the value of service principle; 


2. Equalization; 
3. Preservation of the transcontinental rates; and 
4. Elimination of the Mountain Differential on passenger fares. 


All of these matters are dealt with elsewhere in this Report. 


4, NEWFOUNDLAND 
(a) ALLEGED DISADVANTAGES 


In general, the economic and geographic disadvantages of Newfoundland 
are similar to those of the rest of the Maritime region, though perhaps accen- 
tuated. Nevertheless it seems appropriate to make individual reference to the 
province because of special circumstances which are: (1) the economy is still in 
the process of adjusting itself to a new customs tariff area; (2) the Union with 
Canada took place after the appointment of this Commission, and (3) important 
matters dealing with the rail rate structure in Newfoundland were before the 
Board of Transport Commissioners during the hearings of the Commission and 
were decided on January 22, 1951. 


Newfoundland’s submissions have to do mainly with rates which are dealt 
with elsewhere and with facilities which are considered in this chapter. 


Since over half the population lives in some 1,300 settlements scattered 
along the coast and in most cases is without alternative means of transportation, 
coastal shipping is vital. Before Union coastal service was provided by the 
Newfoundland Railway and is now carried on by the Canadian National Railways 
to whom the former Newfoundland Railway vessels were entrusted. The Cana- 
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dian National Railways also operates some vessels owned by the Province of 
Newfoundland. ‘These services are carried on under a number of handicaps. 
Some of the routes are very long and difficult. Because most of the settlements 
lack harbours or suitable harbour facilities, cargo and mail must be transferred 
between ship and shore by small boats, and bad weather interferes with transfer 
operations. A great deal of mail including parcel post is carried, sometimes 
displacing more lucrative traffic. The rate paid by the Post Office is only 50 
cents a ship mile regardless of the amount carried. This is the result of a pre- 
Union contract between the Newfoundland Railway and the Newfoundland 
Department of Posts and Telegraphs which was taken over by the Canadian 
Post Office and the Canadian National Railways without alteration. Motor 
boats, motor schooners, and coasting vessels offer competition to the Canadian 
National Railway coastal service during certain seasons of the year, but the 
regular coastal service is relied upon for year-round transportation of passengers 
and mail. Except for a few years, the service has not been profitable, and it 
was the policy of the Newfoundland Government prior to Union to curtail the 
service as deficits increased. While there has been a gradual decline in the 
number of boats and ports of call since 1910, ten to twelve ports of call have been 
added since Union and larger ships have displaced smaller ones. 


Complaint is made that the service is inadequate, particularly because of 
overcrowding. The Province asks for additional vessels, an upward revision of 
the mail contracts, and the subsidization of the steamships by the Canadian ~ 
Maritime Commission. The Province believes that, with the extra revenue 
thus acquired, the regular coastal vessels could pay their way and the service 
maintained or even extended. Regulation of competing vessels is not thought 
to be practicable or desirable. 


Improvements to harbour facilities, particularly at Corner Brook, Port aux 
Basques and St. John’s, are said to be required. The establishment of one or 
more national harbours is urged, and the province suggests that one of them be 
made a free port. The establishment of a national harbour in Newfoundland 
was discussed by the delegates from Newfoundland and the representatives of 
the Canadian Government who negotiated the Terms of Union. The Canadian 
Government has stated that it will, ‘“‘at the request of the Province of New- 
foundland, and having regard to the best interests of the province, investigate 
the desirability of establishing one or more harbours in the Province as ‘national 
harbours’ under the National Harbours Board.” (Statement on Questions 
Raised by the Newfoundland Delegation (v) 11 December, 1948.) 


The main line of the railway in Newfoundland runs along a semi-circular 
route from Port aux Basques to St. John’s, a distance of 547 miles. There are 
approximately 160 miles of branch lines. The railway is narrow gauge and needs 
improvement; rolling stock is inadequate and requires modernization and re- 
placement. Grades and curvature make for poor operating conditions and there 
is considerable difficulty with snow during the winter in the central (Topsails) 
area of the Island. The railway has shown a surplus (without allowance for 
depreciation or debt charges) in only five years since 1923 when it was purchased 
by the Newfoundland Government from a private company for $2,000,000. 
The Canadian National Railways budgeted for an estimated loss of about 
$4,000,000 on this line in 1950. 


The railway has been instrumental in opening up and developing the interior 
of the province. The change in trade channels as a result of Union, the recogni- 
tion for rate-making purposes on through traffic of the Port aux Basques-North 
Sydney water link as an all-rail service, and the application of the Maritime 
Freight Rates Act will increase the importance of the railway to the province. 
The province suggests that the railway be converted to standard gauge in order 
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that the system may be integrated more fully with the railways on the mainland, 
or, if this should prove impractical, that the service of the railway be improved 
by reducing grades and curvatures. 


The Province is also concerned about the adequacy of the all-rail route by 
way of North Sydney and Port aux Basques. Only a comparatively small per- 
centage of the non-bulk traffic imported from the United States and Canada 
in 1948 entered Newfoundland by the North Sydney-Port aux Basques route, 
but the province believes that this route will be more largely used in the future. 


While improvements are being made at North Sydney, the province believes 
that it is physically impossible to increase greatly the capacity of Port aux 
Basques. Furthermore, in winter the harbour at North Sydney is likely to be 
icebound, sometimes for several weeks, and the rail route in Newfoundland is 
frequently blocked with snow. Over 200 cars were held at Truro during the winter 
of 1949-50 and subsequently the ‘“‘blockade’’ extended to Halifax and Saint 
John, N.B. It is therefore urged that alternative all-rail routes be established 
including routes to Corner Brook and Bay d’Espoir (which with the construction 
of 80 to 90 miles of railroad would avoid the Topsails region) and that the rates 
by these alternative routes be no higher than the North Sydney-Port aux Basques 
route. It is contended that if Louisburg is to be used as an alternative winter 
port in Nova Scotia, the extra cost of handling over the Sydney-Louisburg 
Railway and the provision of facilities for handling freight and passengers at 
Louisburg should be absorbed by the Canadian National Railways. The province 
points out that if the rate questions mentioned above are to be settled in favour 
of the province, the present route will become even more inadequate since the 
water carriers will be unable to compete. The railway believes that, given time, 
sufficient improvement can be made to handle the traffic offered. 


It is stated that the Island is poorly supplied with highways, but the sub- 
missions with respect to highways have been withdrawn as they fall within the 
jurisdiction of the province. 


Under the Terms of Union of Newfoundland with Canada it is provided that 
a freight and passenger service shall be maintained between North Sydney and 
Port aux Basques in accordance with the traffic offered, that for the purpose of 
rate regulation Newfoundland shall be included in the ‘Select Territory” and 
that through traffic moving between North Sydney and Port aux Basques shall 
be treated as all-rail traffic, and that all legislation of the Parliament of Canada 
providing for special rates on traffic moving within, into or out of the Maritime 
region shall, as far as appropriate, be made applicable to Newfoundland. (Terms 
of Union of Newfoundland with Canada, Sec. 32, ss 1-3.) 


(b) CONCLUSIONS CONCERNING DISADVANTAGES 


1. Undoubtedly Newfoundland suffers because of its insular position, its 
distance from markets and source of supplies, and the time required for adjust- 
ment to the economic changes incidental to its becoming a province of Canada. 


2. It is clearly established that the province depends to a great extent on 
the basic industries of fishing, forestry and mining with particular emphasis on 
fishing. 

3. Its lack of agricultural land and manufactures made it necessary prior 
to Union with Canada to draw its food and supplies from outside sources, prin- 
cipally the United States and Great Britain, and now these are in the main pur- 
chased in Canada. 


4. Its transportation facilities are considerably below the standards of the 
other provinces of Canada. 
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(c) THr PRINCIPAL REMEDIES SUGGESTED 


The principal remedies suggested by Newfoundland were: 


1. Lower freight rates; 

2. Improved facilities at North Sydney and Port aux Basques including 

the absorption by the Canadian National Railways of the extra costs 

occasioned when shipping has to be diverted from North Sydney to 

Louisburg as sometimes occurs 1n the winter season; 

Absorption by the railways of differences in handling charges due to the 

narrow gauge railway system, or in the alternative a uniform system of 

railways with that of the mainland including a railway car ferry; 

4. The establishment of a ‘Free Port’’; and 

5. The construction of a military road from Gander Airport to the sea 
coast at Bay d’Espoir. 


i) 


All of these matters are dealt with elsewhere in this report. 


»», GEN TRA GA NAD A 


As previously stated the Provinces of Ontario and Quebec did not appear in 
the recent freight rate increase cases and did not make any representations to 
this Commission although they were invited to do so. 


It is to be assumed that the reason for this abstention by the central provinces 
is that freight rates in Central Canada are not affected by any means to the 
same extent as is the case in the West and the East, because Central Canadian 
areas are subject to the shorter haul, and in any case railway rates there are 
largely protected by truck competition. This central area of Canada enjoys the 
advantage of a great variety of resources and cheap water transport as well as 
extensive truck transportation. These factors have combined to make this area 
the most densely populated and thus the most important market area in the 
country, as well as the largest Canadian source of manufactured goods. Local 
producers have relatively shorter hauls to this market than producers at the 
extremities. The large market and variety of resources together have produced 
a highly diversified economy. 

Undoubtedly the Canadian customs tariff has contributed to the economic 
development of this area, but, even in the absence of the tariff, it would probably 
have been the most populous and most industrialized part of the country. 


Local producers not only have the advantage of relatively short hauls to 
major markets within the area but also of competing carriers. 


These, however, are advantages which accrue to the area because of location 
in relation to markets and technical developments in transport. 


Though its chief market is in the St. Lawrence Valley, as the principal 
producer of manufactured goods, Central Canada is faced with a long haul to 
markets in the East and West for some of its products. The other sections of 
Canada contend, however, that this is no disadvantage to Central Canada as 
the freight charges are borne by the purchasers in any case. 


During the hearings at Toronto submissions were made to the Commission 
by the Canadian Manufacturers’ Association, the Ship-by-Rail Association and 
the Canadian Industrial Traffic League. These three Associations all urged co- 
ordination and regulation of all forms of transport. The Ship-by-Rail Associa- 
tion recommends the establishment of centralized control over all transportation 
agencies, including trucks; the Canadian Industrial Traffic League states that 
railways should not be excluded from the field of air transportation and that the 
regulation of all civil aviation should be transferred to the Board of Transport 
Commissioners. They all express the opinion that the railways are satisfactorily 


ECONOMIC, GEOGRAPHIC AND OTHER DISADVANTAGES 41 


regulated now. The provinces outside the Central Area on the other hand have 
made it clear that they do not intend to surrender the provincial control of 
trucks and that they regard truck competition as a weapon to keep down railway 
freight rates. 


It seems clear that the Central Provinces are satisfied with the present 
methods of freight rate regulation. The horizontal method of increasing freight 
rates appears in general to have been found satisfactory in this area. The only 
complaint made in this regard was that of the Algoma Steel Corporation which 
claims to suffer the same kind of discrimination as that asserted by Dominion 
Steel and Coal Corporation in Nova Scotia. The Algoma Company is located at 
much greater distance from the centre of the area than are its principal com- 
petitors established at Hamilton. 


D. THE INCIDENCE OF FREIGHT CHARGES 


Many briefs submitted in British Columbia, the Prairies, and in the Mariti- 
mes (but particularly those in the Prairie Provinces) contend that they ‘‘pay the 
freight both ways’. That is to say that the producers in those regions bear the 
burden of freight charges on outgoing shipments of goods produced and the 
consumers in the same regions bear the burden of freight costs on incoming 
supplies. The argument was addressed particularly to increases in freight 
rates. 

There was considerable argument between the railways on ay one hand and 
the provinces on the other as to the validity of this contention. 


No attempt to settle the argument would be of any avail, but a few general 
observations may be made: 


ite Many articles are produced in regions in Canada which are distant from 
essential markets in Central Canada and which must meet the competi- 
tion of similar articles produced in or nearer to this common market area. 
In such a situation the producer more distant from the market is likely 
to find the differential resulting from freight rate increases burdensome, 
especially if the increase is of the horizontal percentage type. It may mean 
a reduced net price or curtailment of output, or both, to the more distant 
producer. 


2. Availability of other forms of transport may be a determining factor in 
the question as to the incidence of increases in freight rates. Increases 
in railway freight charges may under certain circumistances tend to shift 
traffic from the railways to their water or highway competitors, if such 
other média of transport are available. In some regions other forms of 
transport are not available, at least not to the same extent. Furthermore, 
some goods do not lend themselves as readily to movement by other forms 
of transport. In such cases increases in freight charges may be imposed 
more readily upon long-haul traffic than on short-haul traffic. An ex- 
ample of this was seen in the recent case where the railways did not apply 
the last increase of 4% to competitive rates because of the fear of losing 
traffic, mainly in Central Canada, to their truck competitors. 


3. If the area is one of the type called a “‘deficit area’’, that is, if it must rely 
on outside sources for its supply of capital and consumer goods, the 
probabilities are that increases in freight charges will be passed on to the 
consumer in that area. 


4, The impact of increases in freight rates will probably be more serious 
upon producers in areas that are highly specialized economically, that is, 
areas in which the producer cannot turn readily from one article of 
production to another, as is the case of the potato grower in Prince Edward 
Island. Producers in areas that have a widely diversified economy are in 
a more favourable position in this respect. 
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5. It is always difficult to foretell the long run effects of a freight rate 
increase because of the trends, ‘‘normal’’, inflationary or deflationary 
which may be prevalent, although not apparent, at the time the increase 
is made. If prices are rising an increase in freight rates will impose less 
hardship on producers than if prices are declining. 


6. It is impossible to generalize as to who bears the increases in railway 
freight rates. The answer depends on whether there is competition or 
monopoly on the particular article; whether the article is sold in a surplus 
or in a deficit area; whether there are other media of transport which 
can carry the article to the market, and whether the competition between 
the railway and such other media is strong or weak; whether the demand 
for the goods is strong and exceeds the supply; whether economic condi- 
tions are depressed or buoyant; whether articles of the type involved 
can be conveniently or profitably handled by the competitors of the rail- 
ways. In each case there may be a different answer to the question. 


E. RaAtTIo OF TRANSPORTATION CHARGES TO PRICES 


It is contended that areas which produce basic commodities’ of low value 
and which are subject to long hauls to their markets suffer more from increases 
in freight rates than areas which produce high cost articles subject to shorter 
hauls. 


Information supplied to the Commission establishes the following: 


1. That the ratio between freight rates and prices of the goods shipped 
under such rates varies greatly with the goods; 


2. That generally the ratio is low on high-valued goods and considerably 
higher on low-valued goods; 


3. That the ratio, of course, changes not only with changes in freight rates 
but also with changes in prices of goods; 


4. That for a given commodity, the ratio is higher for the long hauls than 
for the short hauls. 


The percentage of rates to the costs of the goods shipped varies from less 
than 1% in the case of some manufactured products to as high as 66% in the case 
of straw. The rate on canned goods may be approximately 4% of the value of 
the goods for a haul of less than 400 miles, 15% for a haul between 400 and 1,000 
miles, and more than 18% on a haul over 1,000 miles. The rate on shoes and 
clothing may be much less than 1% of the cost even on a haul in excess of 1,000 
miles; the rate on apples for a haul of over 1,000 miles may be 25% of thecost 
and on steel bars over 33% and on lumber over 40%. The provinces contend that 
for thisreason it is wrong to assume that all articles can bear the same horizontal 
percentage increase, regardless of the cost of the article and regardless of the 
length of haul. 


Similarly the Saskatchewan Coal Mine Operators (while agreeing that rates 
should be based on what the traffic will bear, and that freight rates cannot be 
adjusted to relieve geographic disadvantages) argue that flat rate increases per 
ton on coal are unjust when applied to different grades, and contend that the 
increases should be based on the quality of the product and be proportionately 
less for longer distances. In this connection it is to be observed that the Interstate 
Commerce Commission in the United States did provide for a smaller increase 
on lignite coal than on bituminous. 
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F. INTER-TERRITORIAL TRAFFIC 


The Waybill Analysis of the Board shows that of 2,893 carloads of traffic 
originating in Maritime territory on the four days covered by the study, 1,005 or 
nearly 35% were for destinations outside the Maritime territory and nearly 
all of it for Eastern territory, that is, for Ontario and Quebec. 


However, in the Eastern territory, which includes the greater part of Ontario 
and Quebec, of the 10,400 carloads originating there, 8,390 or nearly 82% 
were destined for points within the area, about 9% for the Maritimes, about 7% 
for the Prairies and the remainder for the Pacific and Superior territories. 


In the Superior territory approximately 50% of the 1,254 carloads originating 
there also terminate within the territory, the avérage haul being only 68 miles; 
of the remainder, 40% is destined to the Eastern territory and about 7% to the 
Maritimes, and 2% to the Prairies. 


In the Prairie territory, of 8,993 carloads originating, approximately 1% 
were destined for the Maritimes, 614% to Eastern territory, 13% to Pacific - 
territory and 78% to Prairie territory. It must be noted, however, that a large 
amount of the Prairie traffic is wheat destined for Fort William, Port Arthur 
and the Pacific Coast, and that Fort William and Port Arthur are in the Prairie 
territory. 


In the Pacific territory, of 1,899 carloads originating, approximately 1% 
were destined to the Maritimes, 12% to Eastern territory, 27% to Prairie 
territory and 59% to points within the Pacific area. The distribution of inter- 
territorial rail traffic as revealed by the Waybill Analysis tends to confirm the 
analyses based on other data of the economic inter-relations of the five major 
territories. In summary form the inter-territorial movements show the following: 


CARLOAD ALL-RAIL TRAFFIC 
NUMBER OF CARLOADS 


Destination Territories 


aS pniibe Maritime | Eastern | Superior | Prairie Pacific Total Percent 
Maritime......... 1,888 979 3 21 2 2,893 11 
Pastetntieses She. 918 8,390 171 769 152 10,400 Al 
SUE s acieciey dat 85 489 656 24 — 1,254 5 
Prairie2( 7 AM ass 83 599 re 7,062 1192 8,993 35 
Paciicy cies. a. 19 22 12 520 1,116 1,899 8 

ab cea eee. te 2,993 10,689 899 8,396 2,462 25,439 

Percents 9: 12 42 3 33 10 100 


From this it might be noted: 


1. A close economic relationship exists between Maritime and. Eastern 
territories, which is obviously of greater relative importance to Maritime 
territory than to Eastern territory. 


2. There is a comparatively large interchange of traffic between Prairie 
and Pacific territories. 


3. The high volume of intra-territorial traffic indicated in Prairie territory 
must be qualified by the fact that the important movement of grain and 
grain products to Eastern Canada for domestic use or export has been 
classified as an intra-Prairie movement as previously explained. 
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4. Local traffic within Ontario and Quebec far outweighs the inter-territorial 
traffic to and from this territory. This would appear to indicate a high 
degree of self-sufficiency in this territory vis-a-vis the rest of Canada. 


(. IMPORTANCE OF COMMODITY GROUPS 


The Waybill Analysis divides all the traffic into five main groups and the 
figures indicate that: 


Agricultural products comprise approximately 23% of all traffic; animals 
and animal products 5%; forest products 13%; mine products 27%, and manu- 
factures and miscellaneous 31%. 


H. LENGTH OF HAUL BY COMMODITY GROUPS 


The Waybill Analysis indicates the average haul per ton of the various com- 
modities that comprise the groups indicated under Heading G above. The figures 
indicate the following: 


1. For agricultural products as a whole the average haul for all Canada is 
751 miles, and 92% of the carloads is accounted for by commodity groups 
having an average haul of over 650 miles; 


2. For animals and animal products the average haul is 662 miles and 75% 
of the carloads is in commodity groups with average hauls of over 500 
miles; 


3. For forest products the average haul is 396 miles but about 40% is in 
one commodity group with an average haul of 660 miles; 


4. For mine products the average haul is only 227 miles, although bitumi- 
nous coal, the most important commodity in this group, comprising 30% 
of the carloads, moved 386 miles on the average; and 


5. For the manufactures and miscellaneous items the average haul is 456 
miles, but 43% of the carloads was in groups averaging less than 345 
miles and 30% in groups averaging less than 275 miles. 


It will.be observed that agricultural products are subject to the longest 
average haul. 


The Waybill Analysis has been dealt with at some length because of the dan- 
ger of placing too much emphasis on a sample which is little better than 1% of 
the total, even though representative dates were selected. Nevertheless it must 
be fairly indicative of the points raised under headings E, F, Gand H. Informa- 
tion of this nature will surely be of much use to the Board, to the railways and 
to shippers in future cases before the Board, and will make for a better under- 
standing of the mutual problems of all parties concerned. Consideration should 
be given to the question of continuing the practice of making such waybill 
studies by the Board. 


I. SUMMARY OF FINAL POSITION TAKEN BY PROVINCES 


It is apparent from what occurred at the hearings of the Commission that 
the position of the seven provinces has altered considerably since they appeared 
before the Cabinet in July of 1948. At that time they felt that the powers of the 
Board should be greatly enlarged to enable it to deal with economic and geo- 
graphic disadvantages. But on the contrary the submissions proposed to the 
Commission tended rather to limit the effective rate-making powers of the 
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Board; for instance, to give greater control of the Board to the Government, to 
have Parliament provide subsidies to bring about equalization, to extend the 
application of the Maritime Freight Rates Act, etc. 


In fact, the following may fairly be stated to be the ultimate position taken 
by these eight provinces with respect to economic, geographic and other disad- 
vantages in regard to transportation: 


1. British Columbia, Alberta and Manitoba are willing to accept the conse- 
quences of their natural disadvantages (and expect to retain any natural ad- 
vantages) provided there is no discrimination in treatment between regions, and 
provided the disadvantages are not accentuated by artificial factors, such as 
national policies and particularly railway policies. 


2. The Province of Saskatchewan takes the position that its economic, 
geographic and other disadvantages cannot be overcome by readjustment of the 
freight rate structure or by giving additional powers to the Board, but rather 
that Parliament should order a 20% reduction in all rates (excepting the Crows- 
nest Pass Rates) in Prairie territory and pay the difference as a subsidy to the 
railways. | 

3. The Provinces of New Brunswick and Prince Edward Island apparently 
feel that regulation by the Board is not the answer to their disadvantages, but 
rather that the answer lies in further reductions under, and extension of, the 
Maritime Freight Rates Act. ’ 


4. The Province of Nova Scotia likewise feels that the granting of further 
powers to the Board is not the answer to the problems raised by its disadvantages, 
but that the answer lies in compelling the Board by statute to retain rate rela- 
tionships as they existed prior to April 8, 1948 (i.e. before the application of the 
first post-war horizontal increase in rates). 


5. The Province of Newfoundland did not lay any stress whatever on the 
regulation of rates by the Board or the giving of additional powers to the Board. 
The position of the Province was stated by its counsel as follows: The railway 
has ‘‘imposed a freight tariff in excess of the Maritime rate and justifies it on the 
ground that it is appropriate to Newfoundland because of the conditions of 
transportation. If this question is once resolved in favour of the interests who 
are contending that the Maritime rates apply here, then the question of freight 
rates generally will be solved in so far as Newfoundland is concerned. In other 
words we would all be satisfied if we were given the benefit of the Maritime rates 
including the Town Tariff, which is not now in effect in Newfoundland.” The 
settlement of the rate problem on that basis, plus the provision of better facilities, 
is the main case for the new Province as put before the Commission. The decision 
of the Board on January 22, 1951, seems therefore to have resolved its main 
difficulties. 


6. All eight provinces adopted as a final position that the Board should not 
be an ‘“‘economic planning board”’. 


J. GENERAL CONCLUSIONS 


In essence the main cause of complaint is that the outlying provinces suffer 
a disadvantage because of the long distances which separate them from their 
sources of supply and also from their markets—long-haul traffic, in some cases 
on primary commodities of low value, subjected to horizontal increases in rates. 

All these provinces ask for lower freight rates although they suggest different 
methods of approach to this objective. The Prairie Provinces and British Colum- 
bia favour the equalization method; in addition to this Saskatchewan proposes a 
scheme of subsidies. The Maritime Provinces ask for reductions under the 
Maritime Freight Rates Act or for extensions of that Act. 
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Whatever the method of approach may be, however, it is in each case an 
attempt by shippers and consignees to secure relief from the disadvantages 
attributed to increases in rates by the horizontal percentage method, and at the 
same time to retain any existing advantages in rates which they now enjoy. 
The Maritime Provinces wish to retain the advantages of the Maritime Freight 
Rates Act and the Prairie Provinces wish to retain the Crowsnest Pass Rates on 
grain and flour. British Columbia asks for the continuance of the transcontinental 
rates. 


The railways on the other hand are anxious to preserve the horizontal method 
of rate increases because of its simplicity of application, because they fear that 
they cannot raise adequate revenue without it by reason of truck competition 
in Central Canada, and because they enjoy a quasi-monopoly on long-haul traffic. 


It is between these two viewpoints that the clash occurs. 


The Board has held that it has no power to equalize geographic ,economic 
or climatic conditions. This is the position taken by the Interstate Commerce 
Commission in the United States. There is, however, one notable distinction 
between the situation in the United States and in Canada. This was pointed out 
by the railways themselves. It is this: Canada is served almost exclusively by 
two great transcontinental railroad systems, whereas the United States is served 
by several hundred regional railways. In the United States it is in the interest 
of each of the many railways to promote the business of producers on its line 
who are competitors with the producers on other lines running into the common 
market. In the language of counsel for the Canadian Pacific: 


“The situation in Canada is quite different. The two main railway systems 
usually serve all of the various areas. It is therefore not to the same extent in their 
interest to say that one area more distant than another is entitled to compete with the 
producing areas closer to the market, nor is it necessary to obtain traffic for its line 
that it should ensure that the more distant producer gets into the market at no greater 
increase in rates than the nearer producer. In these circumstances the Canadian 
railways have not themselves promoted the idea of exceptions to horizontal percentage 
increases. The situation is quite different in the United States.” 


The situation thus created is disadvantageous for Canadian shippers and 
localities when compared with those of the United States. It means that short 
regional lines are more beneficial to the communities which they serve than are 
our two great systems, which do not feel called upon ‘“‘to promote the idea of 
exceptions to horizontal percentage increases,’’ because their ‘‘region’’ is the 
whole country within which they act, in this respect, non-competitively since 
they unite in asking for the same horizontal increases. 


It is true, of course, that in considering this question, the great difference in 
fundamental conditions between Canada and the United States must be taken 
into account. The Canadian shippers and consignees who complain of the effect 
of horizontal percentage increases are (1) producers who are situated at a great 
distance from the markets they seek to reach and (2) consumers who are far 
removed from their sources of supply; and in some cases the same person or cor- 
poration may be both a producer and a consumer. Producers and consumers in 
the United States with its large population have the advantage of a great number 
of widely distributed market and supply centres. The long haul is less in evidence 
there than in Canada. In this country, on the other hand, it is noticeable to 
what extent Central Canada, that is the eastern portion of Ontario and the 
western portion of Quebec, has become both the market centre and the supply 
centre for the rest of the country. Hence the long haul and the adverse effect of 
horizontal increases applied without abatement over the full length of that haul. 
Hence also the inevitable result of the continuance of this flat horizontal increase 
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policy: (1) a greater and greater concentration of industry in Eastern Canada 
(because freight rates are one of the factors in such cases), and (2) consistently 
rising prices for goods shipped to consumers in distant regions. 


In attenuation of the disadvantageous position of Canadian producers and 
consumers outside Central Canada the following facts are pointed out: 


First, ‘‘American freight rates since 1946 have been advanced by an average 
of 60 per cent, while Canadian rates have been advanced by an average of 42 
per cent.”’ 


But whatever advantage this lesser average increase may have brought to 
Canadians in general, this statement of it does not dispose of the complaint of 
discrimination within Canada resulting from horizontal increases. 


Second, ‘‘Canadian rates on some important articles of transportation were 
tapered off by the railways much more rapidly in relation to distance than 
corresponding American long-haul rates and it may thus be said that they 
already had ‘maxima’ incorporated into them when they were fixed.” 


Here again, while the original tapering may have been applied generously, 
the horizontal increase upon those tapered rates has the same discriminatory 
effect as in the case of all other rates. If these increases had themselves been 
“tapered,” that is, limited by the application of maxima as will be explained 
later, the situation would have been more satisfactory. 


This last statement appears to point out the problem seeking solution. 
The position of shippers and consignees in the regions of Canada outside the 
Central region is bound to deteriorate with the continued application from time 
to time of rate increases which by their nature must become more and more 
burdensome as they spread out from the shorter to the longer distances. Since 
tapering was found to be fair and feasible in setting the original rates on certain 
important articles of transportation, it would seem to follow that, to some extent 
at least, increases in those rates ought to have been tempered by a similar process. 
The railways should be able to plan and should have planned their revenue 
applications accordingly. 


It appears therefore that the answer to the question raised lies mainly with 
the railways themselves, since the means of removing the cause of dissatisfaction 
is within their own initiative. It has been pointed out to the Commission that 
in this regard railway management in the past has often proceeded, in fixing 
freight rates, without sufficiently considering the interest of the community to 
be served, and without even showing a proper conception of the long-run interest 
of the railway. 


There is no better evidence of the disturbed feeling in the country caused by 
the nature of the present freight rate structure than the fact that the seven 
provincial governments have united to complain of it; while on the other hand 
the two central provinces raised no protest whatever. There is no such thing asa 
freight rate grievance in Central Canada to arouse the people of that area as 
the people of the West and the Maritimes have been aroused. 


The seven provincial governments were not the only ones to take notice of 
the general discontent prevalent in many parts of Canada. 


In the summer and autumn of 1948 the two major Canadian political parties 
held conventions in Ottawa. In each case responsible delegates from the whole 
of Canada were present. These conventions likewise took notice of the discontent 
prevailing in many parts of the country over the freight rate situation and called 
for the holding of an investigation. At the Liberal Party’s Convention, which 
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took place in August, 1948, a resolution was adopted unanimously, the beginning 
of which is as follows: 


“The Liberal Party recognizes that transportation has been a major economic 
problem of Canada. The overhead cost of linking East and West together has been a 
national concern from the earliest days. While great material achievements have been 
made, changes in operating costs and new methods of transportation are continually 
affecting the situation. The Liberal Party stands for: 


‘(1) The maintenance of the integrity of the Canadian National Railways and the 
Trans-Canada Air Lines as publicly-owned and publicly-controlled services; 


‘(2) The appointment of a royal commission thoroughly to review and investigate 
the whole Canadian transportation rate problem other than (a) the prescriptions 
contained in the proviso to subsection five of Section 325 of the Railway Act and in the 
Maritime Freight Rates Act, and (b) the application now pending before the Transport 
Board for a removal of the mountain differentials in order amongst other things (1) to 
prepare recommendations for an improved uniform basic rate structure for Canada, 
and as to accounting problems in so far as they affect uniformity of accounts, and the 
segregation of railway assets from non-railway assets and their incidence on fixed 
charges, dividends and other income, and (1) to consider and report upon the principles 
and finding of facts upon which the yecent order of the Transport Board for a twenty- 
one per cent increase in freight rates was based, etc.’ ”’ 


In October, 1948, the Progressive Conservative Party in convention adopted 
the following resolution: 


“To Remove Freight Discrimination 


“The Progressive Conservative Party supports an investigation of freight rates, 
particularly in the relation to discrimination between the several geographical areas 
of the Dominion. 


“Our view is that the national policy requires that the several geographic divisions 
of this country shall share the benefits of and assume responsibility for a transportation 
system which will permit every part of this country to enjoy the benefits of our national 
and industrial resources without discrimination.” 


Among those who complain of existing conditions, nobody expects distance 
to be obliterated; nobody asks for a pooling of freight charges. It is fully recog- 
nized that those farther away must pay more than those nearer at hand. It is 
the relative position in which the parties are left by the present method of 
applying increases in freight rates that arouses the protest of unjust discrimina- 
tion. 


It would be most unfortunate for all concerned if the freight rate contro- 
versies of the last few years were to go on and on without end. These contro- 
versies have led to great expenditures of time and money, to expensive delays 
in the making of rate adjustments, and to the maintenance of an unhealthy 
feeling of unjust treatment in large sections of the country’s population. There 
is no reason why, with judicious management, the relations between the railways 
and the people they serve might not be as friendly in the East and in the West 
as they are in Central Canada. The people of outlying regions should no longer 
find themselves in the position they have been in so far where, as appears from 
a study of the proceedings in the 21% Case, they stand between a Board which 
has to say that it has no information upon which it can order anything other than 
a flat percentage increase, and the railways, who, although they should possess 
all the necessary information for a reasonable planning of a fairly distributed 
increase (as is shown by the manner of their own rate adjusting), seem to be 
unable to do anything about it. The reforms recommended in the Chapter on 
“Accounting and Statistics’? will no doubt prove helpful in this regard. The 
whole subject of horizontal increases is dealt with in another chapter. 
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Other measures which will prove helpful, if adopted, to the alleviation of 
the disadvantages of distance are those recommended in the Chapters on ‘‘Equal- 
ization’, on ‘‘The Rail Link between East and West”’ and in various other 
chapters of this report. 


Fortunately there is now an occasion at hand which justifies hope for the 
setting up of a better all-round state of things than now exists. This reference is 
to the general freight rates investigation which the Board is conducting. The 
policy on which the Government bases its commitment to the Board under 
Order in Council 1487 is there set out as being: 


“The establishment of a fair and reasonable rates structure . . . so as to permit the 
freest possible interchange of commodities between the various provinces and territories 
of Canada, etc.” 


The outstanding complaint today is that the present rates structure, espe- 
cially since the application of the recent 45% increase, does not provide this 
“‘freest possible interchange of commodities’’. 


The following three chapters deal in the main, although not exclusively, 
with matters arising out of paragraph 2(b) of Order in Council P.C. 6033, which 
reads as follows: 

““(b) Review the Railway Act with respect to such matters as guidance to the 


Board in general freight rate revisions, competitive rates, international rates, etc., and 
recommend such amendments therein as may appear to them to be advisable.” 


CHAPTER II 
QUESTIONS ARISING OUT OF REVENUE CASES 
1. HORIZONTAL INCREASES 


The method of applying a uniform percentage increase to all rates is known 
as the ‘‘Horizontal Percentage Increase.”’ 

The seven provinces which opposed the 30 per cent and 20 per cent increase 
applications before the Board from 1946 to 1950 and attacked the horizontal 
increase method continued their attack before this Commission. Many sub- 
missions were made criticizing this method and asserting that it works great 
hardship upon shippers in the provinces subject to long haul on their traffic. 


EXAMPLES OF THE EFFECT OF HORIZONTAL INCREASES 


In order that the real grievance of the long haul shipper or consignee may be 
better understood, it should be pointed out that the disturbed relationship 
complained of is the actual money, (not the rate relationship), which is considered 
unfair. For instance, two shippers or consignees have, before the increase, a 
money difference between them of $10 brought about in this way: 


Long haul shipper pays $20; 

Short haul shipper pays $10. 

Both shippers having their rates increased by 50 per cent, the following 
money relationship is established: 

The $20 shipper now pays $30; 

The $10 shipper now pays $15. 

The difference between them after the increases is $15 instead of $10 as 
previously. 

Practical illustrations can be drawn from different classes and different 
scales, e.g.: 


5th Class traffic on Eastern ‘Schedule A’’ Scale 
Former ‘rate:for-1/Osmiles: i, eee, 32 cents 
Apply increases of 21% and 20% (compounded) and 


this:rate becomes. ee a ae ee ee 47 cents 
Former:rate for 750i miles Heer. ar ee eee 63 cents 
Apply increases of 21% and 20% (compounded) and 

this’rate becomes 44.2... en eee ae ee 91 cents 
Rate difference*betore increase. 9.) ae 31 cents 
Rate ditlerence alte increaseu. 2) oe aun aera eee 44 cents 


In addition to the complaint that there is too great a burden cast upon the 
long-haul shipper as compared with the short-haul shipper there is also the com- 
plaint that since rates are higher in the West than in the East the horizontal 
increase method further accentuates the disparity, e.g.: 


5th Class traffic on the Western Distributing Scale 


Former rate tor 170 miles ee eee ae 36 cents 
Apply increases of 21% and 20% (compounded) and 

this rate becomes ©). 0 en ee ee ree 53 cents 
Formerirate tor 750 miles an ee ee ee 93 cents 
Apply increases of 21% and 20% (compounded) and 

this:rate becomes (le ee eee 136 cents 
fate ditterence petore iiicreace a ee 57 cents 
Rate difference alter increase: 2. oo eee 83 cents 
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THE RAILWAYS’ SUBMISSIONS 


The views of the Canadian National Railways are summed up in their 
submission as follows: 


“The Canadian National considers that a horizontal increase is the only satis- 


factory method of dealing with general increase cases and of distributing the burden 
equitably. This general statement. must admit of exceptions as in the case of competitive 
rates and rates on certain specific commodities.” 


The Canadian Pacific Railway Company in its submission dealt with the 
matter at considerable length, but their views on the subject may be summarized 
as follows: 


t 


ay 


6. 


While admitting that there have been a number of exceptions in the 
application of percentage increases in the United States, the situation 
is different there where there are a large number of small railways whose 
interest lies in inducing new industries to locate on their lines; 


Allegations made against horizontal increases do not take into account 
general increases in wholesale prices; 


. It is only by percentage increases that the competitive relationships 


between various producers can be maintained; 

Alternative methods favour the more distant producer; 

Exceptional cases should be adjusted on complaint at a subsequent 
hearing; and 

Uniform percentage increases are the only rational answer because 
wholesale prices constitute the major reason for changing rates. 


The Canadian Pacific dealt fully with the subject both by expert evidence 
and in argument of Counsel and claimed (a) that no legislative changes were 
required; (b) that the Board had full power to deal with the matter, and (c) that 
the Commission should make no recommendation with respect to horizontal 
increases. 


COMPLAINTS OF THE PROVINCES AND OTHERS 


The complaints about the horizontal increase method were many and varied, 
but may be summarized as follows: 


That the application_of rate increases by the horizontal increase method: 


Se oe 


2 


(a) 
(b) 
(c) 
(d) 


. Disturbs existing “relationships” ; 


Accentuates existing disparities; 
Aggravates the disadvantage already suffered by long haul shippers; 
Destroys existing ‘‘differentials’’ ; 


Assumes that all traffic can bear the same percentage increase when this 
is not the case; and 


Worsens the competitive position of manufacturers subject to long haul, 
especially when they have to bring materials in for fabrication. Many 
suggestions were made as to alternative methods. Among them were: 


That the amount of the increase should vary with the quality of the 
product-and that it should be less-for-longer.distances ; 

That the horizontal method should only be applied if some limit is lati 
on the amount of the increase for ‘“‘long hauls’; © ~ abet 

That the Board should limit the increases by i Salieation of maxima 
in cents per 100 pounds; 

That horizontal increases should not be permitted, and that the prohibi- 
tion should be by statute; 
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(e) That the Board should provide for lower percentage increases on long 
haul traffic; and 


(f) That all horizontal increases should be subject to the application of flat 
maxima on long haul and low valued traffic. 


TREATMENT OF THE SUBJECT BY THE DUNCAN COMMISSION 


The following excerpts from the report of the Duncan Commission seem 
to indicate the importance of this subject. 


In the report which was made in September 1926 appear the following state- 
ments: 


“Incidence of ‘Horizontal’ War Increases” 


“There is one further very important feature of the railway situation, as it affects 
the Maritimes, which calls for special mention. In one sense it is connected with the 
problems that we have been discussing, but its immediate incidence is not so inter- 
connected with the general problem as to make it impossible to deal with it separately. 
Indeed the reaction of the burden which it imposes is so great that, in our view, it 
should be dealt with as a special problem. We refer to the system under which, during 
the late war, flat percentage increases (known as ‘horizontal increases’) were added to 
railway rates.” 


The report sets out a table showing rates on iron and steel articles from 
Trenton, N.S., and Hamilton, Ont., to various points in Ontario, and shows the 
results of the application of percentage increases to the rates, which, though similar 
in percentage, are vastly different in dollars per gross ton, e.g. $5.60 from Trenton, 
N.S., compared with $1.79 from Hamilton to Georgetown, Ont. 


The report then states: 


“By the mere operation of railway increases—and having no relation to any other 
business considerations—the burden which a Trenton plant has to meet now as com- 
pared with a Hamilton plant is much greater in money than it was formerly. 


The railway administration, in giving evidence before us; agreed that long-distance 
traffic, particularly heavy traffic, had been seriously prejudiced by the operation of the 
horizontal increase. It was, they said, their opinion that even on the present level of 
class rates, and considering expenses, the higher class goods are not carrying their 
full share of the expense of operations. They had made the suggestion to the Board 
of Railway Commissioners some two years ago—at a time when a reduction in class 
rates was being considered—that instead of reducing the class rates they should select 
what was considered basic commodities, such as grain, forest products, coal, iron and 
steel. The Railway Board, we were informed by the railway administration, felt 
themselves prevented from working out the proposition in that way, since when the 
advances were made they were made horizontally, and some declaration had been 
made at the time that when reductions came they also would be made horizontally. 


In view of the importance of railway rates to long-distance and heavy traffic, we 
have no hesitation in recommending that the matter should be taken into fresh consi- 
deration by the Railway Commission, that they should be relieved from the necessity 
of regarding themselves as bound by any such declaration as is referred to, but should 
be free to consider the whole question on its merits.’’ 


Attention must be given to these statements because one of the witnesses 
appearing before this Commission stated that, although the Duncan Commission 
and the railways themselves (as stated to the Duncan Commission) had acknow- 
ledged that horizontal increases are sometimes unsound, neither the railways 
nor the Board of Transport Commissioners has done anything about it. 
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THE CANADIAN EXPERIENCE 


Since the Board was created in 1903 (and came into being in 1904) it has 
handed down several decisions dealing with rates generally—that is as distinguished 
from cases affecting only particular rates. Most of these may be and generally 
are referred to as ‘‘Revenue Cases’’. 


1. In 1905 the Board ordered a general revision of class and commodity 
rates on all export traffic in Eastern Canada to the Atlantic seaboard. 
This may be called a ‘‘Reduction’’ Case. 

2. In 1907 the Board, in the “International Rates Case’’ ordered a general 
reduction of the ‘Town Tariff’’ class rates in Eastern Canada, effective 
January 1, 1908. 

3. In 1914 the Board, in the ‘‘Western Rates Case’, ordered a reduction of 
approximately 10% in class and commodity rates in Western Canada. 

4, In 1916 in the ‘‘Eastern Rates Case’’, the Board authorized increases 
in rates in the East, generally estimated to amount to a 5% increase. 
This may be called the first ‘“‘Increase Case’’. 

5. In 1918 in the case of “In re Increase in Passenger and Freight Tolls’, 
the Board authorized a general increase in rates across Canada— 
approximately 15%. 

6. In 1918 in the 25% Increase Case’’, pursuant to a report from the Board 
to the Government and an Order in Council passed under the War 
Measures Act, rates were increased generally throughout Canada by 25%. 

7. In 1920 in the “‘40% Increase Case’’, the Board authorized increases of 
approximately 40% in the East and 35% in the West to be effective only 
until December 31, 1920, and on January 1, 1921, the increases were to be 
35% in the East and 30% in the West. 

8. In 1922 in the ‘744% Reduction Case’’, the Board ordered a reduction 
of 744% on certain basic commodities. 

9. In 1927, pursuant to the General Freight Rates Investigation, ordered 

1 by the Government in 1925, the Board ordered some reductions in distri- 
buting class rates in the West, and in export rates from Toronto and 
West to Quebec, and on rates on grain and grain products. 


Following World War II the railways made applications for increases in 
rates of 30% and 20%; these two applications were dealt with in four decisions 
resulting in four increases. 

10. In (a) an increase of 21% (1948). 

11. (b) a further increase of 8% (1949). 

1 (c) a further increase changing the 8% granted in 1949 to 16% (1950). 

15) (d) a further increase changing the 16% granted in 1950 to 20% (1950). 
So that the 30% application brought about a 21% increase and the 20% appli- 
cation brought about a 20% increase. 


For the purpose of considering the question of “‘Horizontal Increases’, 
it is important to examine only what the Board has done in the Increase cases. 


The increases have taken place as a result of the following decisions: 


iF. Give Wastecms hates ase ty LOT ee i ia No. 4 above. 
Pe Plot Gaseun LOLS guniideil. wieuymetaa. aOIN ete No. 5 above. 
COPE 5 TM Gasevitt 19181 RON P OEY OE ON WS ea No. 6 above. 
OCR seri t 2Fe ee ee ine rte ss se nt eal No. 7 above. 


Wig “ESE SP ENS Oa OEE IER: eg nn SS No. 10 above. 
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Vibe ihe 89" Gace in fOLO Oe ea eee eee eee No. 11 above. 
VITAE he: 1604 Case an hO5S0iii.)  COOT Dagan Bev) ers No. 12 above. 
Vide pence case UL LU 50.. cu. nel. eee me het oe ae ea No. 13 above. 


In the above eight cases the following points should be noted: 


I. In the Eastern Rates Case 1n 1916 the increases were not made by the 
‘Horizontal Percentage Increase’ method; the Board dealt with many individual 
items in the tariff and said, ‘Some articles may reasonably stand a greater lift 
in the schedules than oeheee on the other hand, the advances asked for in some 
items may be deemed too great, or even inadmissible. Hach item of the appli- 
cation must therefore be considered on its mertts.”’ 


The Board proceeded to do so at great length and almost all of the increases 
granted were in cents per 100 pounds. 


LL marie five Increase Case in 1918, which seems to be the first application for 
a straight 15% increase, the Board allowed it subject to several important 
exceptions: 


1. In the case of all-rail movement from the east to the west where an 
increase of 15% was allowed in respect to the territory west of Port 
Arthur, but the increase was held down to 10% on the eastern balance 
of the through rate. 


2. In the case of coal and coke, a flat increase not exceeding 15¢ per ton. 
The Board said: ‘This flat advance on the long hauls will, of course, 
be a great deal less than a percentage increase of 15%; but on the other 
hand, on the shorter hauls, it will be larger than the 15% increase would 
be. The flat rate will, however, bear less harmfully on the consumers 
generally.” 


It should be pointed out, however, that the Board acted on its own 
initiative in changing the railways’ request for a 15% increase to a flat 
increase of 15 cents per ton. It would appear that the Board was acting 
in the public interest in doing so, rather than in the interest of long-haul 
consumers when it added these words: 


‘“The necessity of this 15-cent increase on a commodity of urgent necessity 
to the public is much to be regretted. It is, however, inevitable. In 
order to increase railway revenues to an appreciable extent commodities 
constituting a large share of the tonnage carried must bear an appreciable 
share of increased rates.”’ 


3. Common clay and sand, gravel and crushed stone: increases ‘“‘not more 
than 5¢ per ton.” 


4. Lumber rates: the Board refused to apply either a horizontal percentage 
increase or a flat increase in cents per hundred pounds, but applied diffe- 
rent increases on rates to different destinations, varying from 3¢ to 5¢ 
per 100 pounds, and a straight 15% in others; all to maintain “rate 
differences” and to put the lumber rates “upon a more scientific basis 
than it has been in the past’. 


5. Transcontinental class rates: increase of 10%. 


6. Transcontinental commodity rates: “I would not at the present advance 
. . unless these rates are advanced in conformity with advances made by 
the American lines.”’ 


7. In the Pacific Territory ‘‘an increase of only 10% should be allowed, but, 
of course, no rates to be lower than the prairie rates as increased’’. 

8. No increase on tolls and tariffs applicable to switching, weighing, de- 
murrage, refrigeration, heated car service, storage or other special services. 
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Ill. The 25% Case in 1918: In this case the increase arose out of the increase 
in wages in Canada resulting from a similar wage increase in the United States 
following upon the McAdoo Award. 


The Board in its report to the Government on July 25, 1918, pointed out 
that the McAdoo Award “‘is popularly supposed to increase rates 25%’’, but 
“that in a large number of instances, owing to maximum advance limitations and 
to a flat rate increase, which, while advancing in a higher percentage the rate 
tor shorter mileages, holds down all longer movements, the increase of 25% is 
not obtained”’. 


The Board’s report dealt in Sections 1 to 20 with the territory east of Fort 
William and in Sections 21 to 37 with the territory west of Fort William, and in 
Sections 38 to 44 with such matters as rates between’ Eastern and Western 
Canada, export and import rates, differentials, etc. 

In the result, class rates in the East were increased by 25%; and although 
they were also increased in the West by 25%, the increase in the West by 25% 
‘was applied to the rates in existence prior to the 15% increase case above referred 
to and the prior increase was cancelled. 

In the case of commodity rates a 25% increase was granted both in the 
East and West, but in the same manner as in the increase on class rates, i.e. in 
the West the increase granted in the 15% case was cancelled and the 25% 
increase applied only to the rates in existence prior to the date of the 15% case. 


There were, however, a large number of exceptions to the horizontal increase: 


1. In the Fast. On coal and coke the increases were in cents per 2,000 
pounds, depending on the amount of the existing rate, e.g. on rates up to 49¢ 
the increase was 15¢; on rates from 50¢ to 99¢ the increase was 20¢. (These 
increases also differed as between coal and coke.) 


2. On stone, sand, gravel, brick, lime, plaster, cement, the increases were 
in cents per 100 pounds, e.g. sand and gravel, 1¢; lime and plaster, 114¢; cement, 
2¢. 

3. Lumber increased by 1¢ per 100 pounds added to the tariff before the 
15% Case, then increased 25%, subject to maximum of 5¢ per 100 pounds, and 
the increases granted in the 15% Case cancelled. 


4. Pulpwood: increased 25%, not exceeding 5¢ per 100 pounds. 
5. Cordwood, slabs, etc.: 1¢ per 100 pounds. 


6. Wheat: striking out the 2¢ increase granted in the 15% Case and adding 
25%, not to exceed 6¢ per 100 pounds. 


7. Grain, flour, milled products: same as wheat. 

8. Livestock: 25%, not exceeding 7¢ per 100 pounds. 

In the West. There were somewhat similar exceptions on: 
Coal and coke. 

. Certain oils. 

Stone, sand, gravel, brick, cement, lime. 

Lumber. 

Grain and grain products. 

. Livestock. 


DAP ODE 


The important thing to observe is that the Board in its report did consider 
numerous items in the tariff and granted substantial exceptions. 


IV. The 40% Increase Case in 1920. In this case the Board allowed a 40% 
increase in the East and a 35% increase in the West to continue only until 
December 31, 1920, and on January 1, 1921, the increase was to be 35% in the 
East and 30% in the West. 
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There is one important observation by the Board which it is desirable to 
set out in full: 


“Tn some industries the amount of increases in the rates themselves, is a conside- 
ration secondary to the preservation of the rate relationships from the points of produc- 
tion. For example: the maintenance of the existing spreads between the rates from 
the various mills in British Columbia was urged at the hearing by the lumber interests 
of the province. While the principle of percentage increases must necessarily disrupt 
these relationships to some eatent, it ts considered important that in the working out of the 
tariffs such recognized differentials as have been referred to should be preserved so far as 
may be practicable, even though certain rates may result which are lower or higher 
than they would otherwise be.” 


In granting the increase, the Board also made four important exceptions 
to the general increase: 
1. No increase was permitted on sand, gravel, and crushed stone; 
2. Increases on coal were limited to 10 cents, 15 cents or 20 cents per ton 
depending on the current rates; 
3. The increase on cordwood, slabs, edgings and mill refuse was limited to 


10%; and 
4. No increase was permitted on milk rates. 
Vie The 21% Case (March 30, 1948). The Board’s decision dealt almost 


entirely with the revenue requirements of the railways, and apart from coal and 
coke, and grain and grain products did not deal with specific commodities. 


In the case of coal and coke a flat increase of 25¢ per ton was authorized 
regardless of existing rates. 


In the case of domestic grain and grain products between points in Western 
Canada, and feed grain rates, the Board said ‘‘to increase these rates with no 
increase in the others (grain rates to the head of the lakes, etc.) would create 
a spread in the rates which it is considered would be unreasonable’. 


On the question of Horizontal Increases the Board had this to say: 


“Strong exception was taken by the respondents to the granting of a straight 
percentage increase in freight rates. But, as I view the matter, this is the only workable 
and practical method of dealing with the question in order to provide the additional 
revenue required by the railways. 


There were submissions that if increased rates were authorized there should be 
varying percentages of increase, the lowest percentage of increase being made on long 
hauls and the highest percentage of increase on short hauls; it was also suggested that 
maximum increases should be provided in order to avoid a very large increase upon 
relatively high rates from distant points of production to important markets. One 
difficulty with respect to the adoption of a varying or maximum increase is apparent, 
namely the lack of reliable traffic statistics from which to determine the additional 
revenue which would accrue from flat or maximum increases on particular commo- 
dities. Further there is not on record anything to enable any determination concerning 
the commodities and sections of the country and even the individual rates which could 
best bear the burden of an increase.” 


The inference here is that the Board would have considered the adoption 
of a method other than the horizontal method if it had had the necessary informa- 
tion before it. 


In effect then the only exception to the Horizontal Increase was on coal and 
coke. 


VI. The 8% Case (September 20, 1949). Again this judgment dealt almost 
exclusively Bich the railways’ revenue requirements, and not with rates on specific 
commodities. 


An 8% horizontal increase was authorized. 
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Coal and coke were excepted and subjected to an increase of 8 cents per ton. 
In dealing with Horizontal Increases the Board said: 


“At this time the Board is not in a position to give a final determination in respect 
to this contention because this matter is already the subject of a direction to this 
Board set out in Order in Council P.C. 1487 of April 7, 1948, in which Order in Council 
the Board was directed to make a thorough investigation of the rates structure of 
railways and railway companies which are under the jurisdiction of Parliament, with 
a view to the establishment of a fair and reasonable rates structure which will under 
substantially similar circumstances and conditions be equal in its application to all 
persons and localities subject to such special statutory provisions as affect freight 
rates.” 


VII. The 16% Case (March 1, 1950). This case cancelled the 8% increase 
authorized in the September 20, 1949, decision, and authorized a 16% Horizontal 
Increase. 


The 8¢ per ton increase in coal and coke rates was increased to 16 cents. 


The decision dealt almost entirely with the subject of railway revenue require- 
ments, and the only reference to the question of Horizontal Increases is that 
contained in the decision of Commissioner MacPherson, who said: 


‘“T concur in the Judgment of the Assistant Chief Commissioner although I would 
prefer to see some relief given by way of maximum increases on basic materials where 
the markets are long distances from the source of supply. I realize, however, that the 
Board cannot deal with the over-all revenue requirements and limit the increase in 
certain cases. To do so would entail a much more complete study of individual types 
of traffic than the Board is able to do at the present time. I also realize that the same 
revenue requirements would necessitate placing a higher burden on other traffic if 
maximums were to be prescribed. 

“There is, however, an opportunity to consider this feature in the General Freight 
Rate Investigation. Furthermore, it is the privilege of anyone at any time to lodge 
a complaint with the Board as to any specific rate considered to be unreasonable or 
unjustly discriminatory. I would also think that the railways will, in their own interests, 
give careful consideration to any pleas for relief if such are made.”’ 


VIII. The 20% Case (May 11, 1950). This case simply increased the 16% 
authorized in the March 1, 1950, decision to 20% but did not increase the rates 
on coal and coke. 


No specific rates were dealt with. 


Nothing was said concerning the horizontal percentage method of increasing 
rates. 


It will therefore be observed: 


1. That during and following World War I and following World War II 
substantial increases in rates were made; 


2. That, although in the early cases a substantial number of exceptions 
were made, and the same practice was adopted as that followed by the 
Interstate Commerce Commission, a different method was pursued in 
the later cases where the only exception to the horizontal increase was 
the flat increase made in regard to coal and coke; 

3. That following World War II the Board seems to have treated the appli- 
cations purely from the revenue point of view and without considering 
the ability of different commodities to bear the increases; and 


4, That the chief reason for the Board’s failure to depart from an almost 
rigid adherence to horizontal percentage increases is, on its own state- 
ment, that, in the cases before it, it did not have the necessary infor- 
mation. This is a situation which calls for reform, and it is to be noted 
from the quotations made that the Board seems to be about to instt- 
tute this reform. 
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THE PRACTICE IN THE UNITED STATES AS INDICATED BY THE DECISIONS 
OF THE INTERSTATE COMMERCE COMMISSION 


In Ex Parte 115 (208 I.C.C. 4) in 1935 the rail carriers applied for a 10% 
increase subject to maxima in certain cases, and exceptions in others. The 
Commission in its decision referred to the railways’ departure from the uniform 
percentage plan. It is noteworthy that the application of maxima was on rates 
on products of agriculture, animals and animal products, products of mines, 
forests and various manufactured articles and miscellaneous items. The general 
application was denied, but permission was granted the railways to establish 
certain specified increases in rates and charges, some on a horizontal basis subject 
to maxima, until June 30, 1936, in view of the emergency then confronting the 
railroads. 


In Ex Parte 123 (226 I.C.C. 41) in 1938 the rail carriers sought to increase 
all existing rates subject to certain exceptions. The Commission referred to the 
diversity of views with which they had “long been familiar’, between the long 
haul shipper, who fears that a percentage increase will drive him out of business 
and who accordingly asks for a stated or flat increase, and the short distance 
competitor, who demands the benefit of his location and insists that the only 
equitable basis is one which imposes increased costs ratably with increased dis- 
tance of movement. The Commission stated that there were objections to rates 
made on extended mileage scales with inflated gradations and including diffe- 
rentials resulting in the long haul shipper suffering most severely and the advan- 
tages of the short haul competitor being increased. 


The Commission stated that the present attempt by the railroads to allocate 
the necessary increased revenue in flat amounts to be added to existing rates 
would be hazardous in its possible revenue results and would unduly ignore the 
element of distance as a measure of costs. 


It also found that it would be unjust and unreasonable to impose upon 
certain recognized groups of commodities, namely products of agriculture and 
forests and certain products of mines, the same full basis of increase in rates 
as upon remaining commodities and accordingly applied a lesser amount of 
increase upon such commodities. It accordingly granted a 10% increase except 
upon products of agriculture, and upon animal products on which a 5% increase 
was granted. Flat increases of cents per 100 pounds were granted on anthracite; 
no increases were granted on bituminous coal, coke, iron ore, etc. Commissioner 
Lee said: 


“Percentage changes disrupt relationships and disturb business. The long haul 
shipper suffers and the advantage of the short haul shipper is increased where increases 
are based on percentages.” 


In Ex Parte 162 (264 I.C.C. 695) in May 1946, the Class I railroads filed 
a petition for a 25% increase subject to important exceptions as a result of a 
16¢ per hour wage increase, increased costs of material prices and a decline in 
traffic and revenue. 


The railways suggested the application of maxima on products of agriculture, 
and graduated increases ranging from 15¢ to 40¢ a ton on products of the mines, 
and they also proposed maxima on products of the forests. 

The railways proposed that the increases should be made effective on one 
day’s notice. 

The Commission found that it had not been shown that an emergency 
measure was necessary and that some increases were justifiable but solely as a 
temporary measure pending further hearing. 

The case was further heard in October 1946, in Ex Parte 162 (266 I.C.C. 
537). The Commission found that there should be substantial increases in the 
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basic freight rates and charges of the railways. All basic rates were increased 
by 20%, class rates and less-than-carload rates and commodity rates were, in 
the main, increased by 25% within ‘‘official territory’ and 20% and 22144% 
between other territories. The record was held open for the purpose of giving 
consideration to any necessary readjustments or corrections warranted by the 
circumstances. The Commission pointed out that in the previous case the tem- 
porary increases were in general 6% on all commodities except basic commodities, 
where ree increase generally was 3%, and that in official territory the increase 
was 5%. 


Reference was again made to the contentions of competing long and short 
haul shippers and producers of many commodities as to the relative fairness of 
flat increases as against uniform percentage increases or combinations of per- 
centage increases and maximum amounts of increase, and to the fact that many 
stated frankly that rate relations are more important than the amount by which 
rates may be increased. 


It is important to note that in the Appendix to the decision, wherein are 
shown the actual increases granted, the increases, in instance after instance, are 
subject to maxima. 


In Ex Parte 166 (270 I.C.C. 403) submitted in December 1947, upon further 
consideration increases in basic freight rates and charges as previously authorized 
were modified in certain respects, the modifications including both increases and 
decreases.. The petitioners in their original application sought increases of 25% 
and 15% in different territories, but by a later amendment in September 1947 
asked that these be increased to 38% and 28% respectively, and then by a 
further amendment on December 3, 1947, the increases sought were raised to 
41% and 31%. 


The Commission pointed out that the increases granted in Ex Parte 162 
had not been upon a uniform basis; some flat increases were allowed and some 
percentage increases were subject to maximum amounts. 


The Commission made some important observations which are here set 
out: 

“The outlook of the Commission and its powers must be greater than the interest 
of the railways or of that which may affect those interests. It must be as compre- 
hensive as the interest of the whole country. In view of the dominant role which the 
railways have played in the development of the country, these rate structures have been 
the product primarily of the many forces which have played on rail transportation. 
They have not been perfect but they have had a common purpose to accommodate 
the needs of commerce which possess an ever-present tendency to grow in volume and 
in the variety of commodities which compose it and to expand the radius of its distri- 
bution. Shippers have constantly manifested a desire to reach out farther and farther 
into distant markets. In no other country has there been such a degree of freedom of 
movement of commodities over great distances. 


Rail rates, still the backbone of all transportation rates, are geared into the eco- 
nomic life of every section of the country ... Many producers, traders and consumers 
are wholly or mainly dependent on rail transportation. Rate adjustments in these 
circumstances must be worked out primarily in terms of rail transportation. Rail 
rate structures are a matter of delicate balance . . . It is impossible, as a matter of law 
or of economic policy, completely to disregard the way in which these rate structures 
have been developed and the purposes they serve . . . The problems cannot be 
approached with the interests of only one class of the community in view... 


As in all general rate increase proceedings, there has been acute disagreement 
between long haul shippers and those who are close to their markets . . . There are 
many competitive situations where no recognized differential relation of rates has been 
established but where nevertheless rates have been made to reflect competitive condi- 
tions and such situations greatly outnumber those in which fixed relations have been 
established. The application of a percentage increase to both long and short haul 
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competing shipments results in widening the amount of the difference between the 
rates, often to such an extent as to exclude the long haul shipper from the common 
market or compel him to reduce his prices so that he has no profit. 

Carriers transporting for long haul shippers are also concerned with the mainte- 
nance of fixed differentials or differences, or at least in preventing increasing them to 
such an extent as to stifle competition and movement. 

Contrariwise, shippers located so that their traffic moves shorter distances, pay 
or absorb a lower basic rate, and are subjected to a lesser amount of increase if the 
same percentage is applied to their rates as to the rates charged the competing long- 
haul shippers. This advantage they consider as justly due to their geographical situa- 
tion and as properly to be insisted upon by them. 

In resolving this conflict, both the carriers and the regulatory commission must 
have regard to the effect of the manner of increase upon the movement of traffic . . . 

In this proceeding, it is shown that the petitioners, in formulating their proposals, 
decided upon a combination of percentage increases adjusted to regional needs with 
certain maximum limits to preserve traffic and lessen the unfavourable effect upon 
existing commercial relations and in some cases, stated flat amounts of increases... . 
The system of making increases devised was generally similar to that employed by us 
in certain previous general rate proceedings . . . 

There are also other situations where the allowance of any increases of substantial 
size must disturb pre-existing relations beyond the possibility of remedial correction 
so as to maintain the former competitive status. 

We have the assurance of the petitioners of their intention to proceed by voluntary 
discussion and co-operation with the shippers and representatives of markets to devise 
and endeavour to put into effect such measures as will restore former competitive 
relations as completely as possible. We expect full and prompt compliance with these 
representations...” 


In the result the Commission granted increases from 20% to 30% in different 
territories but it is interesting to note that on almost every item maxima were 


fixed. 


In Ex Parte 168 (272 1.C.C. 695) in December 1948, there was an applica- 
tion for interim increases, upon short term notices, in all basic freight rates and 
charges. The increases varied in certain territories, e.g. 6% in eastern and south- 
ern, 5% in certain western territories, and 4% in others, etc. 


Immediate interim increases were granted. Maxima were imposed on such 
items as fruits, vegetables, lumber, sugar, etc. 


In Ex Parte 168 (276 I.C.C. 9) submitted in May 1949, as a result of further 
hearing after the interim case the Commission granted increases in basic freight 
rates of 10%, 9% and 8% in different territories. The railroads had applied for 
8% in the first instance but later by amended petition asked for 13%. 


_ The case reviews the history of the eight increases since the early days of 
World War II and it is of interest to note the increases in particular commodity 
groups, e.g. 


70% increase on manufactures; 

48.8% increase on products of the mines; 

54.7% increase on agricultural products; 

66% increase for both animal products and products of the forests. 


The Commission referred to rate differences which exist between competing 
4a 


areas ‘“‘which are not of the dignity of being differentials but which are of much 
importance to the trade’’. 


It referred to rates on lumber ‘‘previously designed to preserve existing 
rate relations’ between western and southern lumber in the principal consuming 
territory. 
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It also stated: 

“The petitioning carriers have the burden of initiating and maintaining rates 
that comply with the Act. The burden is on them in good faith and with all possible 
promptness and in a spirit of co-operation to devise and suggest, for the consideration 
of the shipping public, the rates which, in their judgment, will correct maladjustments.”’ 


It is noteworthy that maxima were imposed on iron ore and anthracite coal, 
and also that lignite is treated differently from anthracite. Maxima were also 
imposed on fruits, vegetables, sugar, lumber and on combination rates. 


The decisions of the Interstate Commerce Commission have been dealt with 
here at considerable length not only because some of them were cited in argument 
at the hearings, but because they illustrate the similarity of the problems presented 
in both countries and the difficulties to which these problems give rise. 


In 1946 when the Interstate Commerce Commission granted a 20% increase 
it made the following statement: . 


“There are here involved all the freight rates and charges, and all the passenger 
fares of the railroads and many other carriers of the Nation, large and small. What we 
do will directly affect production and distribution in the industries of the Nation, and 
the welfare of tts various regions, as well as the transportation industry. It will have 
its effect upon the forces tending to economic stabilization or the reverse ... No case 
has ever received from us more earnest study.” (Ex Parte 162, 266 I.C.C. at 613.) 


Basic freight rates were authorized to be increased by 20% but there were 
numerous exceptions, e.g. products of agriculture 15%, animals and animal 
products 15%, and many items were subjected to maxima in cents per 100 pounds. 


This statement is impressive as also is the action which followed. The 
case expresses both the importance of action taken by regulatory tribunals 
dealing with freight rates, and the possible effects on production, distribution 
and the welfare of regions. 


(CONCLUSIONS 


1. Applications for uniform horizontal increases to all freight tolls assume 
that all freight can, under all conditions, bear an equal burden of increase. 
This is an incorrect assumption. 


2. Horizontal increases, although preserving rate_relationships percentage- 
wise, disturb them in cents per 100 pounds (or other unit) in so far as 
shippers and consignees are concerned, and this is of much importance 
to them. 


3. Horizontal increases aggravate the disadvantage already suffered by 
long haul shippers and consignees. 

4. The remedy. does not_lie in the prohibition, statutory or other, of hori- 
zontal increases, but is in the hands of the railways themselves. The 
railways should make studies of traffic conditions in all their bearings 
and should present to the Board, (in accordance with the foregoing 
precedents) proposals showing not only their maximum _ percentage 
increase requirement, but also, among other particulars, varying percent- 
age increases on different commodities, flat, instead of percentage increases 
when these are more suitable, and maxima in appropriate cases in cents 
per 100 pounds or other unit. Special attention should be given to long 
haul traffic and to rates on basic (or primary) commodities. The Railways 
should be in a position to do this especially in the light of new statistical 
procedures. But if the railways do not approach the task in this way, 
it ought to be the duty of the Board to see that they do so. Presumably 
an examination of the ‘‘waybill study’’ undertaken by the Board will 
help to provide it with the requisite “reliable traffic statistics’? which it 
stated were lacking in the 30% application. 
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5. Legislative amendment to bring about the desired result is not necessary, 


and it would be difficult to provide an adequately detailed procedure by 
statute. Each case must stand on its own merits; different considerations 
will apply under different economic conditions; and undoubtedly differ- 
ent considerations apply in the case of small, as compared to large, 
increases. It is the sudden shock to the economy caused by large hori- 
zontal increases that raises the problem, and this fact should receive 
the close attention of both the railways and the Board. 


. Commissioner MacPherson’s statement in the 16% Case, quoted above, 


appears to put the question in its true perspective. 


RECOMMENDATIONS 


No legislative amendment dealing with horizontal increases is recommended. 


The Railway Act in its present form gives to the Board ample power to deal with 
matters of this kind. 


In all future increase cases it is to be hoped that the Board and the railways 


will pay due regard to the considerations referred to in this section. 


2, RATE BASE. AND RATE OF RETURN 


The Canadian Pacific Railway asked the Commission to recommend that 
a subsection be added to Section 325 of the Railway Act to provide as follows: 


“Rates shall not be deemed to be just and reasonable unless, taken as a whole, 
they are sufficient to provide a fair return upon the investment in the railway property 
of Canadian Pacific Railway Company and the Board may from time to time determine 
the investment in railway property upon which the return is to be calculated and the 
rate of such return.” 


The proposal arose as a result of the submissions of the Canadian National 
Railways concerning its recapitalization. "The Canadian Pacific stated that the 
Canadian National’s recapitalization proposal constituted a potential threat 
to the continued existence of the Canadian Pacific as a private enterprise. The 
amendment is intended to meet that threat. 


In introducing the amendment Counsel for the Canadian Pacific made the 
following statement: 


“Tf, in the public interest, Canadian Pacific is to continue as a privately owned 
system, and I submit it should so continue, then the capital invested in Canadian 
Pacific must be protected and additional capital attracted to the enterprise.” 


In support of the proposed amendment the Canadian Pacific Railway 
Company contended: 


1. That the “requirements method” which has been used in recent rate cases is too 
uncertain and contentious to be a fair or equitable method of determining the 
general level of rates, and that ‘“‘the most expeditious and satisfactory method of 
determining a just and reasonable level of freight rates is on the basis of a fair 
return on a reasonable rate base’’; 

2. That the use of the rate base and rate of return for determining just and reasonable 
rates would be of great benefit to the Board, to the public and to the railways; 

3. That the adoption of the rate base and rate of return technique would eliminate 
many of the problems and disputes which have arisen in recent cases In connection 
with the treatment of other income and the apportionment of interest and dividends 
and, consequently, the Board would be able to deal with rate cases much more 
expeditiously than has been the case in the past; and 

4. That the requirements method is unfair in that it does not take into account the 
surplus earnings which have been plowed back by the shareholders and invested 
in rail property and on which the shareholders are entitled to a return. 


The Canadian National Railway Company opposed the proposed amendment 
as did also all of the Provinces appearing before the Commission except Prince 
Edward Island and Newfoundland, neither of which discussed the proposal. 


POSITION TAKEN BY THE PROVINCES WITH RESPECT TO THE CONTINUED 
EXISTENCE OF THE CANADIAN PACIFIC RAILWAY COMPANY AS A FREE 
ENTERPRISE 


With the exception of Prince Edward Island, which urged unification of the 
two major railways under government ownership, and Newfoundland, which 
did not discuss the matter, all the Provinces stated that the Canadian Pacific 
Railway Company should continue to operate as a free enterprise. This is 
pointed out because the basis of the proposed amendment seems to be to safeguard 
the position of the Canadian Pacific Railway Company as a free enterprise. 


Past DECISIONS OF THE BOARD OF TRANSPORT COMMISSIONERS 


In 1911 in the case of Dawson Board of Trade v. White Pass and Yukon 
Railway Company, 11 C.R.C. page 402, the Board said: 


64 


REPORT OF THE ROYAL COMMISSION ON TRANSPORTATION 


“Tt should hardly be necessary to say that it is equally the duty of this Board 
to protect the capital actually put into a railway by its shareholders, as it is to protect 
the public against unjust charges by those who operate the railway for the stockholders. 
If it were shown that the tolls heretofore in existence upon this line of railway only 
produced sufficient revenue to pay the proper expenses of maintenance of way and 
equipment, traffic, transportation, general expenses, and fixed charges, and a fair 
dividend to the stock-holders upon the money actually put into the road, I should 
refuse to be a party to reduction of tolls, even if they were the highest in the world.” 


It was also stated: 


“No controlling commission has the right to make an order that would have the 
effect of destroying the earning power of the capital that honestly went into the utility 
the capital invested should be permitted to earn fair and reasonable dividends.” 


In 1914 in the Western Tolls Case, 17 C.R.C. 123, the Board said: 


“Indirectly, of course, consideration is or always should be given to the necessity 
of enabling railways to obtain additional capital extensions of service, betterment 
of facilities; and the enlargement of terminals has from time to time to be made often 
in the old settled districts of the country, and apart from any questions of fairness to 
the railways themselves; but as a matter of public policy, railway rates should be rates 
of such a character as to attract investment and to render railway securities market- 
able.” 


And in dealing with the contention of Counsel that rates must be based on 


the returns of the weakest line: 


and 


“.. rates should be considered having regard to the traffic necessities of Western 
Canada and a fair return to the carrier apart entirely from any question of reserves 
of the company on the one hand or liabilities of the company on the other.”’ 


‘““Any industrial enterprise has the right to a reasonable surplus over and above its 
fixed charges and dividends. A railway is also entitled to a reasonable surplus.” 


In 1920 in the Edmonton, Dunvegan and British Columbia v. Central 


Railways, 26 C.R.C. 153, the Board said: 


“The burden of increased rates is one which should be imposed only when there 
is a thoroughly established justification therefor. At the same time, in the present 
application launched by the railways for a general increase in rates, much material 
was submitted re-enforeing what is a matter of common knowledge, namely that in the 
period which has elapsed since 1914 railway costs of operation have practically doubled 
while rate increases have been very much less. The weighty responsibilities imposed 
upon the Board by Parliament compel the conclusion that rates inadequately remu- 
nerative are not only detrimental to the railway concerned but in a wider and more 
important phase are detrimental to the public served by the railway, because if the 
rates do not adequately remunerate for the service the efficiency will tend to deteriorate, 
and there will be progressive difficulty in obtaining those adequate facilities which are 
essential if traffic is to move.” 


Again in 1920 in the case, Governments of Manitoba and Saskatchewan v. 


Railway Association of Canada, 26 C.R.C. 298, the Board said: 


and 


‘Further if the rates fixed are not fair and reasonable to the railways as well as 
to the public, the public will suffer inasmuch as no railway compelled to operate on a 
non-paying basis can furnish either efficient service or adequate facilities for the handling 
of traffic.” 


“Tt will, I think, be admitted that an honestly organized and efficiently managed 
railway should be in a position to earn annually, over and above its operating expenses 
and costs of maintenance, such a sum as will enable it to pay its interest and other 
Sl viet te and generally to maintain its credit and standing in the financial 
world. 
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In 1927, in Re General Freight Rates Investigation, 33 C.R.C. 127, the 
Board said: 


“There is no occasion to labour the question that the railways must receive suf- 
ficient revenue to efficiently operate, to provide for all legitimate needs, and to make 
fair return to those whose money is invested in such business undertaking. The duty 
of the Board in this regard is recognized and was openly expressed even by those who, 
in individual instances, have asked for decreases in tolls levied upon themselves, or 
their business. We are all agreed that rates cannot be reduced to a level which would 
cripple the operation of the roads, or would make it impossible for them to effect such 
ey ae in mileage and equipment which the growing necessities of the country 

emand.’ 


And 


“For a rate controlling body, as this Board is, created by Parliament, for the ex- 
press purpose, as recited in the Order in Council, of fixing, determining and enforcing 
just and reasonable freight rates, based upon the principle of fair return, to make or to 
recommend reductions or readjustments in freight rates, which would bring any one 
railway company, giving vast transportation service in this country, to a state of finan- 
cial condition where it has to face the possibility of a deficit, or shortage, in amount 
required to pay fixed charges and dividends... would be entirely subversive of the 
principles of its constitution, of the highest interests of this country and of the true 
spirit and meaning of the Committee of the Privy Council, which delegated to this 
Board the duty of investigating the whole freight rate structure.” 


The implications from the statements made in the decisions above referred 
to are: (1) that the Board has over the years acted on the basis that no order 
would be made that would imperil capital funds actually invested in the transpor- 
tation systems; (2) that the Board has for a considerable period at least recognized 
the principle of a ‘‘fair return”’ to the carrier ‘‘on capital that honestly went into 
the utility’’; (3) that the capital invested should be permitted to earn “‘fair and 
reasonable dividends’’; (4) that the rates should be of such a character as to 
attract capital; (5) that a railway is entitled to earn a reasonable surplus, and 
(6) that rates should enable the railway to maintain its credit and standing in 
the financial world. 


The Board has, however, made it equally clear that this is not its only 
function; the rates must be just and reasonable not only to the railways but also 
to the shippers and consignees. 


In the 21% Case decided on March 30, 1948, the decision of the Chief 
Commissioner dealt with the question of Rate of Return, and after referring to 
the practice in the United States he said: 


“The Railway Act of Canada does not lay down specific directions as to how we 
are to proceed, or what the Board is to take into account in fixing rates. The duty 
of the Board under the Railway Act is ‘to fix, determine and enforce Just and reasonable 
rates, and to change and alter rates as changing conditions or cost of transportation 
may from time to time require’. 


‘In previous steam railway rate cases the Board has not based its decisions on the 
relationship of net railway operating income to the investment in railway property 
used in transportation services. Nor do the railways in their present application ask 
the Board to fix a rate of return on their investment in railway property used in trans- 
portation services. 


“T think, however, that we might appropriately have some regard to the rate of 
return on the amount invested by the railways in railway property used in transporta- 
tion services, as a test by which the reasonableness of the rates may be judged. One 
difficulty, however, is in ascertaining the value of the railway properties so used in 
transportation services. 


“The determination of the value of investment in railway property used in trans- 
portation services in Canada has never been undertaken. And the question is much 
too extensive and complicated a problem to be taken into consideration at this time. 
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“The Canadian National Railways and Canadian Pacific Railway Company, as 
an indication only, in their foundation exhibits, submitted to the Board that even with 
a thirty per cent increase in freight rates at the level of traffic anticipated, at the 
time such exhibits were prepared, the rate of return would only slightly exceed three 
per cent. A desirable rate of return for all Class 1 United States Railroads is considered 
to be in the vicinity of five and one-half per cent.” 


He then proceeded to consider the “financial requirements”’ of the Canadian 
National and Canadian Pacific railways and dealt with such matters as fixed 
charges and dividends, additions and betterments, maintenance of way and 
structures, maintenance of equipment, depreciation and estimates of railway 
operating income, and under the heading “Financial Need of Railways’ said: 


“Tt is abundantly clear that the applicant railways have established financial 
need for greater revenue, to enable them to continue to furnish for the country as a 
whole adequate and efficient transportation services, the necessity for which is vital 
and is acknowledged by everyone. This need has not been occasioned by fault of the 
railways, but by greatly increased operation costs brought about by most substantial 
advances in cost of materials and increases in the levels of wages and salaries. This 
situation can only be met by permitting an advance in rates and tolls. 

“The next question for consideration is the determination of which, if any, of the 
railways should be taken as controlling the rates question. 

“The Canadian National Railways and the Canadian Pacific Railway are the 
only two railways operating throughout the whole of Canada. The examination of the 
financial situation of the railways has been directed throughout the proceedings almost 
entirely to these two large transcontinental systems. The transportation operations 
of the other several railways are largely confined to somewhat restricted areas. It would, 
therefore, seem apparent that no one of these other railways can appropriately be taken 
as a guide or measure by which to determine what would be just and reasonable rates. 
That is rates just and reasonable to both the users of the railways who have to pay the 
rates, and to the railways.”’ 


The Chief Commissioner then made an estimate of the ‘Deficiency in 
Revenue” of the Canadian Pacific Railway based on the ‘‘Requirements”’ of 
that company for dividends, fixed charges and allowance for surplus, and 
estimated that it would require an increase of 21% in rates ‘‘to give the Canadian 
Pacific Railway Company the additional revenue required,” and said: ‘‘Con- 
sequently I would allow the railway companies a general advance in freight 
rates...’ He expected that this would give the Canadian Pacific an ‘‘even balance 
sheet at the end of its present fiscal year of 1948 and a small surplus on its railway 
transportation operations; but it may leave the Canadian National Railways 
somewhat short of their full requirements’’. 


In the decision of the Board handed down on September 20, 1949, which 
constituted a review of the 21% Case and a consideration of the 20% application 
of the Railways the matter of a Rate Base and Rate of Return was again dealt 
with and the Chief Commissioner said: 


‘Counsel for the Canadian Pacific Railway endeavoured to show that a rate base 
had been established as a result of proper deductions from Exhibit 49-49 and the evi- 
dence in its support. The respondents refused to consider it open to the applicants on 
the hearing of this application to found their application on a rate of return on a rate 
base. The applicants did not when such objection was made by the respondents, apply 
to amend their application so that there would be before the Board as an alternative 
to the dollar requirements of the Canadian Pacific Railway a full discussion of a fair 
rate of return on a rate base. However, in view of the importance attached to the 
evidence and argument respecting rate base by counsel for the applicants I think it 
proper to make this brief comment. 


“It is important to bear in mind that the introduction of the evidence and exhibits 
relative to the suggested rate base constituted a feature introduced into this applica- 
tion which feature was not submitted for consideration in the 21% Case. In the present 
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application the railway has introduced considerable further evidence pertaining to the 
value of its property and has asked the Board to make a finding as to what, in the 
circumstances, is a fair rate base and a fair rate of return. The railway contends that 
such a finding would fully justify the reasonableness of the rate increase now applied 
for to both the shippers and the railways.” 


Then after dealing with the railway company’s exhibit he said: 


‘There may be advantages in being able to accept the statements of the company 
and disadvantages, from the standpoint of all parties, in making a rate base determina- 
tion by other means. However I do not believe that such considerations justify me 
in determining without further evidence and investigation that the investments have 
been prudently made, and that the revenues have been sufficiently accounted for. 
Notwithstanding, therefore, the very able and learned arguments advanced by counsel 
for the Canadian Pacific Railway and notwithstanding the evidence of the learned 
experts, I accept the arguments advanced for the Province of Saskatchewan and the 
Maritime Transportation Commission that much more evidence than that adduced 
will be necessary to justify this Board in deciding that from this exhibit and the evidence 
in its support a rate base had been established for the purposes of dealing with this 
application.” 


Again in this case the “financial requirements” of the Canadian Pacific 


Railway were considered and the 8% interim increase granted was arrived at 
by considering the revenue deficiency of the Canadian Pacific taking into account 
its requirements to meet fixed charges, dividends and allowance for surplus. 


The 8% increase was subsequently further increased to 16% by a decision 


of the Board rendered on March 1, 1950, following an appeal to the Supreme 
Court of Canada, and later was further increased to 20%—in each case based 
on estimated deficiencies in the revenue of the Canadian Pacific Railway to 


meet the financial “requirements 


Le] 


of that company. 


To summarize the foregoing: 


1. At no time in the history of rate regulation in Canada has the Board 
determined the level of rates for Railways in Canada on the basis ot 
Rate Base and Rate of Return. 


2. The Board in the post-war increase cases has used the Canadian Pacific 
Railway Company as the “yardstick’’ or guide or measure in determining 
the amount of the increase to be granted to the railways of Canada, 
even though it has said that the requirements of the Canadian National 
Railways should not be entirely disregarded and “‘some regard must ... 
be had to the needs of all the railways’. 


3. The Board said in its decision of September 20, 1949, that it did not have 
sufficient evidence before it to enable it to determine a ‘“‘rate base’’ or 
the “investment in railway property” of the Canadian Pacific Railway 
upon which a fair return could be calculated. 


THE PRACTICE IN THE UNITED STATES 


In 1920 the Transportation Act was passed. That Act was described as 


“radically constructive,’’ and its provisions with respect to the rule of rate making 
were hailed as a “‘solution”’ to the railway problem. 


This rule which was incorporated in the Interstate Commerce Act as Section 


15a read as follows: 


“Tn the exercise of its power to prescribe just and reasonable rates the commission 
shall initiate, modify, establish or adjust such rates so that the carriers as a whole 
(or as a whole in each of such rate groups or territories as the commission may from 
time to time designate) will, under honest, efficient and economical management and 
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reasonable expenditures for maintenance of way, structures and equipment, earn an 
aggregate annual net railway operating Income equal, as nearly as may be, to a fair 
return upon the aggregate value of the railway property of such carriers held for and 
used in the service of transportation: Provided, That the commission shall have reason- 
able latitude to modify or adjust any particular rate which it may find to be unjust or 
unreasonable, and to prescribe different rates for different portions of the country.” 


For the first two years Congress set as a rate of return 544% but authorized 
the Commission to add up to 4 per cent for capitalizable improvements or 
betterments. 


(The constitution of the United States provides that private property shall 
not be taken without the payment to its owner of due compensation. Hence 
the necessity which is felt to ensure that this safeguard to property rights shall 
be respected in legislation. Constitutional limitations of this kind do not exist 
in Canada. Parliament is free to prescribe any form of regulation which appears 
to it to be fair and reasonable.) 


This rule of rate making failed to provide the railways as a whole a fair 
return on the fair value of their property and in 1933 Section 15a was replaced 
by the following (which is practically identical with the present Section 15a): 


“Tn the exercise of its power to prescribe just and reasonable rates the Commission 
shall give due consideration, among other factors, to the effect of rates on the movement 
of traffic; to the need, in the public interest, of adequate and efficient railway trans- 
portation service at the lowest cost consistent with the furnishing of such service; and 
to the need of revenues sufficient to enable the carriers, under honest, economical and 
efficient management, to provide such service.”’ 


It is interesting to note that in the years 1921 to 1933 (both inclusive) 
the rate of return on investment, arrived at by the process of valuation, of Class 
1 Roads in the United States varied from 1.24% to 4.96% and from 1933 to 
1944 from 1.43% to 5.5%, and in no year during that period did the return 


equal 534%. 


Although the railways failed to earn the stipulated rate of return, the 
Interstate Commerce Commission in 1922 instead of raising rates, ordered a 
reduction, and denied proposed increases in 1926 and 1931 because of depressed 
conditions, and in the five-year period from 1931 to 1935 at no time did the rate 
of return equal even 2%. 


While it is true that the net railway operating income is used by the Inter- 
state Commerce Commission to determine the rate of return for the railways as 
a whole on their investment in railway property used in transportation service, 
and that valuations of railway properties have been made at tremendous expense 
and over a period of many years, and that the Commission has consistently 
referred to the ratio of net railway operating income to investment in railway 
property, nevertheless it has not been found practicable to provide rates which 
would yield a fair return to the railways as a whole in that country. 


To summarize the experience in the United States: 


1. The Act of 1920 which attempted to make a statutory “fair return” rule 
was found to be unworkable; 


2. The Commission found that it was impossible to prescribe rates which 
would give the railways as a whole a fair return on investment in railway 
property; and 


3. The Commission gives consideration to the return on railway investment, 
but it is neither the main nor only test used in determining just and 
reasonable rates. 
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PRESENT POWERS OF THE BOARD OF TRANSPORT COMMISSIONERS 


No one appearing before this Commission seemed to doubt that the Board, 
under existing legislation, has the power to determine just and reasonable rates 
on the rate base and rate of return method, Indeed the Canadian Pacific Railway 
Company in its submission stated (before the introduction of the proposed amend- 
ment) that: 


1. The Board is equipped to adjust the general level of rates from time to 
time and to determine the fairness of such rates to both shipper and 
railway; 


2. No amendment is necessary to apply the principle of fixing general rate 
levels on the basis of a fair return; and 


3. The determination and rate of return should be left to the Board, and 
such rate should be adjusted from time to time to reflect changing eco- 
nomic conditions, and the Board’s discretion should not be limited by 
Act or otherwise. 


The Board itself has never questioned its right to base its decisions on the 
rate base and rate of return method, but as late as 1948 pointed out that the 
determination of the value of investment in railway property used in transporta- 
tion services has never been undertaken and said: ‘‘The question is much too 
extensive and complicated a problem to be taken into consideration at this time.” 
It will be observed that the Board has specifically ‘‘left the door open’”’ for consi- 
deration in the future. 


It has been held by the Judicial Committee of the Privy Council that the 
Board’s jurisdiction is ‘‘of the widest possible nature; its discretionary powers 
almost absolute in their breadth and freedom”’. 


The question then of whether any amendment to the Railway Act is neces- 
sary to give the Board power to fix and determine just and reasonable rates on the 
rate base and rate of return method, must be answered in the negative. The 
Board has such power without amendment to the Act. 


The Board has power to use the requirements of the Canadian Pacific as a 
yardstick or measure in determining what the level of the rates is to be. The 
Board likewise has power to use the rate base and rate of return method as applied 
to the Canadian Pacific Railway. Therefore no amendment is required to the 
Railway Act. 


CONCLUSIONS 


The questions raised by the proposed amendment, in the final analysis, are: 
(a) Should the Canadian Pacific be made the yardstick by statute? and 


(b) Should there be a statute which in effect places a “‘floor’’ for just and 
reasonable rates as a whole, the floor being a fair return on investment 
in railway property ? 


1. The Commission knows of no country where one railway is by statute 
made the yardstick for the determination of rates, not only on that railway itself, 
but on all other railways. The reasons would appear to be obvious: (a) condi- 
tions may change; (b) the proposed principle would involve the assumption 
that the railway so chosen is and will continue to be efficient and a proper yard- 
stick under all circumstances; and (c) it would also assume that its adoption is 
in the interest of the country and of all other railways as well as the railway so 
chosen. But changing conditions may well be a reason for changing the yard- 
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stick, and the assumptions in (b) and (c) above cannot properly be made. For 
these reasons it would be unwise to fetter the Board by a statutory yardstick 
of this kind. 


2. The experience in the United States as outlined above shows clearly that 
a statutory floor based on a fair return is impossible of achievement. It must be 
obvious to all that there may be periods of economic distress when no matter 
what the Statute provides in the way of a floor of the kind proposed, the Board 
could not set rates which would yield a fair return on property investment. 


3. The present Section 325 which recognizes the powers given to the Board 
‘‘to fix, determine and enforce just and reasonable rates, and to change and alter 
rates as changing conditions or cost of transportation may from time to time 
require’, are broad and sweeping and they should remain so and should not be 
limited in the manner suggested by the Canadian Pacific’s proposed amendment. 


4. Rate making is of importance both to the public and to the railways. 
The purpose of regulation is to ensure fair rates to the public and to the railways 
since it is through rates that the railways carry on and earn a profit. If rates 
are too low adequate service is endangered and this is against the public interest. 
If rates are too high traffic may cease to flow and this is against both the interest 
of the public and of the railways. It is for these reasons that regulatory bodies 
are expected to fix and determine just and reasonable rates. The Board must 
determine both (1) the general level of rates and (2) the justness and reason- 
ableness of particular rates. All rates must be quoted with a view to a pre- 
conceived total return. They have a tendency to remain for long periods at a 
certain level which is altered only to meet changes in economic conditions 
throughout the country. Rates are considered at such times as a whole rather 
than individually. 


The task of the Board in fixing, determining and enforcing just and reasonable 
rates, involves a duty to both the railways and to the public; the Board must 
therefore be in a position that will enable it to determine, in so far as possible, 
the balance which will bring about this desired end. But since economic condi- 
tions may be such that different considerations exist under one state of affairs 
than under another, it is not proper to lay down the priority which should be 
given to the principles which guide the Board. The Canadian Pacific by its 
proposed amendment, asks.that priority be given to the principle of a fair return 
on investment; yet experience has shown that such a factor may not be the 
guiding factor, it may be one which in times of economic depression must give 
way to other considerations. The procedure of rate making must be left flexible, 
and this flexibility now exists under the Railway Act. 


5. If the proposed amendment submitted by the Canadian Pacific Railway 
were adopted it would tend to make the Board mere computers of a rate base 
and a rate of return, and calculators of the amount of increases necessary to 
bring about that rate of return. The Board should not be so atrophied. The 
Board’s duty is to consider the justness and reasonableness of rates not only 
as a whole, but in particular as well. Fair return on property investment may be 
one of the tests; it must not be either the sole or guiding test. 


RECOMMENDATIONS 


The Commission does not recommend the amendment to Section 325 of 
the Railway Act as proposed by the Canadian Pacific Railway Company. 
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3. DELAYS IN FREIGHT RATE REVENUE CASES 


The Canadian Pacific Railway alleges that the great delay in the disposition 
of general revenue applications made by the railways constitutes a major problem 
for them. 


The Company prepared and submitted memoranda containing a list in 
chronological order of the outstanding events that occurred in respect to the 
recent rate applications both in Canada and in the United States. These are 
annexed hereto as Appendices ‘‘A’’ and ‘‘B’”’ respectively. 


They pointed out that one proceeding in Canada (now known as the ‘'21% 
Case’’), induced by a wage increase that came into effect on June 1, 1946, was 
pending from October 9, 1946, to April 8, 1948. 


They compared the time taken in the Canadian application with that taken 
in similar applications in the United States before the Interstate Commerce 
Commission where, for example, in Ex Parte 162 in 1946 an interim increase 
-was granted sixty-six days after the application was filed and the permanent 
increase became effective seven months and twenty days after the filing of the 
application. Similar comparisons in Ex Parte 166 in 1947 showed lapses in 
time of three months and three days for the first interim increase, two months 
and twenty-three days for the second interim increase, three months and fifteen 
days for the third interim increase, and three months and fourteen days for the 
permanent increase. These proceedings before the Interstate Commerce Com- 
mission in the United States were contrasted with the delay encountered before 
the Board in Canada in the aforesaid 21% case, where no interim increase was 
granted and the permanent increase was not made effective until nearly eighteen 
months after the filing of the application. 


Both railways indicated that one of their major problems during the last 
four years was the ‘“‘imbalance’”’ between operating revenues and operating costs 
resulting from the “‘time lag’’ between rising costs and rate adjustments. Esti- 
mates were submitted of losses suffered by the railway companies amounting to 
many millions of dollars (for both railways in excess of $150 million) as a result 
of this so-called ‘‘time-lag’’. Counsel for the Canadian Pacific, referring to its 
deficiency in rates stated: ‘‘So there is about $80 million that is now water over 
the dam that can never be recouped by rate increases.” 


It was stated that there was criticism in the United States even of the much 
shorter periods of delay by the Interstate Commerce Commission. 


CONCLUSION 


It is necessary in the public interest that the Board should proceed with the 
utmost possible expedition when dealing with general revenue applications, 
whether made by the railways for increases or by the shippers for reductions 
in rates. 


These applications are always made having regard to conditions existing 
at the time. If their determination is allowed to drag over a long period of 
months or even years, there is a probability of irreparable injury being done to 
those concerned. In the long run nobody benefits from such a state of affairs. 


RECOMMENDATIONS 


It is recommended accordingly: 
That where the railways on the one hand, or applicants for reduction on 
the other, make out a prima facie case of need for increases or decreases in tolls, 
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the Board should consider the desirability of granting interim relief at the earliest 
possible date pending the final disposition of the application. The recommenda- 
tions made in another chapter regarding uniform ENOTES and statistics will 
facilitate this desirable procedure. 


No legislation is required to implement the recommendation made here on 
this most important subject. It isa matter of procedure which, under the Railway 
Act, the Board has power to regulate of its own motion. 


APPENDIX “A” 


MEMORANDUM OF DATES 


1946 
October 9 — Railway Association launched application for 30% increase in freight rates 
(general wage increase to railway employees amounting to 10¢ per hour 
about to become effective retroactively to June 1, 1946. Estimated that 
such increase would add approximately $40,300,000 per annum to railway 
operating payroll of all the companies affected). 
1947 
February 11. — Opening of hearings before Board. 
February 11 | 
to Hearings before Board in Ottawa. 
May 9 
Regional hearings in 
Saint John, N.B. 
Halifax, N.S. 
May 22 Charlottetown, P.E.I. 
to Regina, Sask. 
July 10 Vancouver, B.C. 
Edmonton, Alta. 
Winnipeg, Man. 
Toronto, Ont. 
Montreal, P.Q. 
July 14 
to Hearings in Ottawa. 
August 14 
September 22 
to Hearings in Ottawa. 


October 17 
November 10 | 


to Hearings in Ottawa. 

December 17 

December 17 — Judgment reserved after 150 days consisting of 122 days of evidence and 
28 days of argument. 

1948 

March 30 — Judgment delivered authorizing 21% increase. Order No. 70425 — Formal 
Order of the Board. 

April 2 — Wire, Premier of B.C. to Prime Minister requesting suspension of 21% 
increase. 

April 3 — Wires, Premier Manitoba and Maritime Board of Trade to Governor in 


Coline requesting suspension. 


April 5 


April 7 


April 8 
April 12 
April 26 
July 14 
July 20 


July 27 
September 9 


September 21 


September 27 
and 28 


October 12 
December 29 


1949 
January 11 
to 
February 24 | 


March 28 } 


~~ 


to 
April 5 
April 5 


September 22 — 


October 6 


October 11 
October 27 
October 31 


December 5, 
6,7 and 8 


December 22 
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Tariffs filed effective April 8 increasing rates 21%. 

Wire, Premier Alberta to Prime Minister requesting suspension. 

Further wire, Maritime Board of Trade to Governer in Council requesting 
suspension. 

Wire, Premier Saskatchewan to Prime Minister requesting suspension. 
P.C. 1486 declining to suspend 21% increase. 

P.C. 1487 directing Board to conduct general investigation. 

21% increase went into effect. 

Announcement by Board of General Freight Rate Investigation. 
Provincial Premiers meet Federal Cabinet and submit brief. 

Wage increase 17¢ an hour announced, retroactive to March Ist, 1948. 
Provincial Premiers again meet Federal Cabinet in Ottawa and submit 
further brief and also lodge Petition of Appeal. 


Railway Association launched application for 20% increase (15% interim) 
and requested the Board to set application down for hearing ‘‘at the 
earliest possible date in September next”’. 


C.P.R. received notice of motion of provinces dated August, 1948, for 
order staying all proceedings in 20% application pending disposition of 
appeal to Governor in Council. 


Hearing of motion of provinces to stay and application of railways for 
early date for hearing. Chief Commissioner stated that the Board’s 
engagements would not permit it to fix a date for the hearing before end 
of year and fixed Tuesday, Jaquary 11th, to commence hearing. 


Hearing of appeal before Governor in Council. 
P.C. 4678 directing review in 21% Case. 
P.C. 6033 appointing Royal Commission. 


Hearings before Board on review of 21% Case and on 20% application. 


Continuation of above hearings. 


Judgment reserved after 21 days of evidence and 7 days of argument. 
Judgment delivered authorizing 8% interim increase. 


Notice by Canadian Pacific of application to Board for leave to appeal 
to Supreme Court of Canada. 


8% interim increase went into effect. 
Board granted leave to appeal. 


Chief Justice of Canada made order that Case on Appeal be filed on or 
before November 21, 1949, Factums of the parties to be filed on or before 
November 30, 1949, and that appeal be set down for hearing on, December 
5, 1949. 


Argument of Appeal before Supreme Court of Canada. When judgment 
reserved on December 8th, Chief Justice announced judgment would be 
delivered December 22nd. 


Judgment of Supreme Court of Canada to effect that Board had failed to 
perform its duty under Railway Act in not finally determining 20% appli- 
cation. 
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December 23 — Upon application by Railway Association, Chief Commissioner fixed 
February 2nd for hearing of final determination, subject to representa- 
tions of provinces to be heard on January 3rd, 1950. 
1950 
January 3 — Hearing before Board when February 2nd confirmed as date for hearing. 


February 2, 
3, 6 and 7 — Hearing before Board on application for final determination. Judgment 
reserved on February 7th. 


March 1 — Board delivered judgment authorizing 16% increase in place of 8% 
interim increase. 

March 10 — Notice by Railway Association of application to Board for Order changing, 
altering or varying Order dated March 1, 1950, by substituting 20% for 
16%. 

March 17 — Petition by Provinces to Governor in Council under Section 52 of Railway 


Act by way of appeal from 8% Order dated 20th September, 1949, and 
from 16% Order dated March 1, 1950. 


March 23 — 16% increase went into effect. 


April 17 — Hearing before Board of Application by Railway Association for 20% in 
place of 16%. 


APPENDIX “B” 


RECENT DECISIONS OF INTERSTATE COMMERCE COMMISSION 
UPON RATE APPLICATIONS OF UNITED STATES RATLROADS 


EX PARTE No. 162 — 264 I.C.C. 695; 266 1.C.C. 537. 


April 15, 1946 — Application filed for 25% increase, to be effective May 15, 1946, pending 
hearing. 

April 26 — Case re interim increase assigned for hearing. 

May 6-10 — Hearing of evidence re interim increase. 

May 11 and 13 — Hearing of argument re interim increase. 

June 20 — Interim increase granted (Ex Parte 148 rates made effective and certain 
rates increased by an additional 5%) — 264 I.C.C. 695. 

July 22-Sept. 20 — Regional hearings re permanent increase. 

Sept. 23-28 — Argument re permanent increase. 

Oct. 25 — Case submitted for decision. 

Dec. 5, 1946 — Permanent increase 20-25% granted, 266 I.C.C. 537. 


EX PARTE No. .166 — 269 1.C.C. 33; 270 1.C.C. 81; 93;,403. 


July 3, 1947 — Application filed for 15 to 25% increase. 

July 23 — Application amended. 

Sept. 5 — Application further amended to 28-38%. 

Sept. 9 — Motion at opening of hearing for interim increase of 10%. 
Sept. 9-18 — Hearing of evidence. 

Sept. 18-19 — Hearing of argument. 


Oct. 6 — Interim increase of 10% granted, 269 I.C.C. 33. 
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Novy. 3-Dec. 13 — Hearings, regional, etc. 

Dee. 15-20 — Argument. 

Dec. 29, 1947 — Additional 10% interim increase granted, 270 I.C.C. 81. 

April 13, 1948 — Interim increases 20-30% granted in lieu of those of Oct. 6 and Dec. 
29,1947. 270 1.C.C. 98. 

July 27,1948 | — Permanent increase granted, readjusting upwards and downwards the 


interim increases. 270 I.C.C. 408. 


EX PARTE No. 168 — 272 1.C.C. 695; 276 I.C.C. 9. 


Oct. 1, 1948 — Application for increase of 8%. 

Oct. 12 — Application amended to 13% with request for interim increase of 8%. 
Nov. 30-Dec. 7 — Hearing of evidence. 

Dee. 8-10 — Hearing of argument. 

Dec. 29,1948 | — Interim increase 4-6% granted. 272 I.C.C. 695. 

May 21,1949 | — Case for permanent increase submitted for decision. 


August 2, 1949 — Permanent increase 8-10% granted. 276 I.C.C. 9. 
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4. APPEALS TO THE GOVERNOR IN COUNCIL 


The Canadian Pacific Railway Company urged the Commission to recom- 
mend the repeal of Section 52(1) of the Railway Act which provides as follows: 


“The Governor in Council may at any time, in his discretion, either upon petition 
of any party, person or company interested, or of his own motion, and without any 
petition or application, vary or rescind any order, decision, rule or regulation of the 
Board, whether such order or decision is made inter partes or otherwise, and whether 
such regulation is general or limited in its scope and application; and any order which 
the Governor in Council may make with respect thereto shall be binding upon the Board 
and upon all parties.” 


The Company dealt with the subject at length but the following quotations 
from the argument of its Counsel contain the main reasons submitted by it 
for justifiaction of such recommendation. Counsel stated: 


“The existence of Section 52(1) presents in my submission, two simple alter- 
natives— 


“(1) Its repeal would remove the decisions of the Board from the possibility of 
political interference. The Board, feeling its new independence, would gain courage, 
strength and impartiality, and soundness and dependability of judgment would soon 
develop; 


‘““(2) The second alternative is its continuation. Its continuation would only 
serve to perpetuate the weakness and uncertainty of administration that must now 
unconsciously beset the Board. There would be no relief from the stimulation of politi- 
cal pressure for results that may have popular public appeal with certain sections of 
the country, regardless of the serious injury that may in the ultimate result be caused 
to the economy of the country as a whole.” 


“Prior to 1903, railways in Canada were regulated by the Railway Committee 
of the Privy Council. This body was first constituted by the Railway Act of Canada 
1868 (Sections 23-47). The Railway Committee of the Privy Council was composed 
of elected representatives of the Canadian people. Its members were charged with 
all the responsibilities of Ministers of the Crown, as well as their duties regarding 
regulation of Canadian railways. The Committee had not the time, nor the opport- 
unity, nor the facilities for taking up questions respecting the control and regulation 
of traffic upon railways and the rates and tolls to be charged by them. This work 
could be more efficiently performed by a tribunal specially constituted for that pur- 
pose.” 


. the prime purpose of establishing the Board was to remove railway regulation 
from the political arena and to place it in the hands of an administrative tribunal with 
the necessary technical training and assistants. As previously indicated, the Appeal 
to the Governor in Council from the Board was retained on the theory that it was 
necessary to preserve ministerial responsibility. Canadian Pacific submits that the 
retention of the Appeal, justified as it may have been in the transition period following 
the formation of the Board, no longer exists.’ 


“The Railway Act provides for an appeal from the Board to the Supreme Court 
on matters of law and jurisdiction. The decisions of the Board of Transport Commis- 
sioners are final on questions of fact but Section 52(1) allows the Governor in Council 
to review, vary or rescind decisions whether of law or fact. Canadian Pacific submits 
that there is no necessity for an appeal on questions of fact from the Board. The 
Board, assisted by their experts and with their knowledge of transportation problems, 
and after hearing evidence, is the only body that can intelligently and equitably deal 
with disputes between the public, government bodies and the railways. The protection 
of the public interest does not require an appeal from the Board to the Governor in 
Council. If the Board issues orders which are truly contrary to the public interest of 
Canada, the public is protected by the ability of the Minister to refer matters to the 
Board, by the ability of the Governor in Council to refer matters to the Board, and by 
the overriding ability of Parliament at all times to amend railway legislation.” 
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Counsel also stressed the point that there is no appeal in the United States 
to a body comparable to the Cabinet and appeals in that country lie only to a 
court of law. 


Counsel further referred to various statutes in provinces in Canada where 
Public Utilities Commissions had been established, and pointed out that the 
only appeal provided for in these statutes is to the Supreme Court in the Province 
and this only on questions involving jurisdiction or other points of law. 


The Company proposed an amendment to Section 52(2) of the Railway 
Act, which Section reads as follows: 


“An appeal shall he from the Board to the Supreme Court of Canada upon a 
question of jurisdiction, upon leave therefor being obtained from a judge of the said 
Court upon application made within one month after the making of the order, decision, 
rule or regulation sought to be appealed from or within such further time as the judge 
under special circumstances shall allow, and upon notice to the parties and the Board, 
and upon hearing such of them as appear and desire to be heard, and the costs of such 
application shall be in the discretion of the judge.” 


Counsel for the Company said: 


“Under the Act as it now stands, an appeal to the Supreme Court of Canada 
upon any question of law can only be had if the Board decides that the question is 
one of law and grants leave to appeal. If, on the other hand, an appeal is desired on 
a question of jurisdiction, an appeal may be had upon leave being obtained from a 
judge of the Supreme Court or upon leave being obtained from the Board. It would 
not seem to be right that the Board which rendered a decision that involves a question 
that may be one of law, should be the only tribunal to determine whether such question 
is one of law and whether an appeal should be had. The problem that arises in de- 
termining whether a particular question is one of law or of fact is often a difficult one.” 

“Tt is therefore submitted that your Commission should recommend that sub- 
section (2) of Section 52 should be amended by inserting after the words ‘question of 
jurisdiction’ in line 2 thereof the words ‘or upon a question of law’. 

“So that we could go to a judge of the Supreme Court, or the provinces could go 
to a judge of the Supreme Court, and have them decide whether there was a question 
of law upon which leave to appeal should be granted.” 


THE SUBMISSIONS OF THE PROVINCES 


The Provinces of Alberta, Saskatchewan, Manitoba, New Brunswick and 
Nova Scotia and the Maritime Board of Trade all strenuously opposed the 
repeal of Section 52, subsection (1), and argued that the appeal to the Governor 
in Council should remain. Their arguments may be summed up as follows: 


(a) The Provinces would never be satisfied to have the Board of Transport 
Commissioners the final court; 


(b) The railways are instruments of national policy and the Federal Cabinet 
should be able to review decisions which affect the economy of the 
whole country; 


(c) The small number of appeals allowed by the Governor in Council 
indicates that the Governor in Council has not unduly interfered with 
the Board’s decisions; : 


(d) The principles enunciated by the Governor in Council have been 
judicial in character and the Governor in Council has only interfered 
when the Board has proceeded on some wrong principle or has otherwise 
been subject to error; . 


(e) There is no evidence that any decisions have been given otherwise than 
upon the merits and upon the evidence; and 
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(f) It is in the public interest that the right of appeal should continue as 
the first object of the railways is revenue. 


THE EXPERIENCE UNDER THE ACT 


(i) Formal Hearings before the Board 

The Board in the 47 years (1904-1950 inclusive) has heard over 2300 cases 
at formal hearings. 

In the last 14 years (1937-1950 inclusive) it has received and dealt with 
over 28,400 applications and complaints or an average of over 2,000 per annum. 

In the same 14 year period, 651 cases have been dealt with at public hearings 
—an average of approximately 47 per annum. 

Approximately 98 per cent of all applications and complaints were disposed 
of without the necessity of formal hearings. 


(ii) Appeals on jurisdiction or other questions of law to the Supreme Court of Canada 


In the 47 year history of the Board (1904-1950 inclusive) there have been 
79 appeals to the Supreme Court of Canada; of this number 16 were allowed 
and the others dismissed, withdrawn or abandoned. 

In addition the Board has referred 7 matters to the Supreme Court for 
opinions. 


(iii) Appeals to Governor in Council 
(a) Number of cases appealed 


The following tabulation will summarize the history of the working of 
Section 52 of the Act providing for appeals, throughout different periods since the 
Board came into being in 1904. 


TABLE SHOWING THE NUMBER OF CASES APPEALED FROM THE BOARD 
TO THE GOVERNOR IN COUNCIL AND THE DISPOSITION. THEREOF 
AS AT DECEMBER 31, 1950 


Total Number 
Number | wet Referred | Number | Number ee Number 


of haa 
Appeals ji) es Board 

For the 20 year 

period 1904-1923 

(INCL eee oho ear se 36 19 8 6 3, 1 0 
For the 15 year 

period 1924-1938 

Cifte ey fave ee ct eee cS if 3 1 1 1 0 
For the 12 year 

period 1939-1950 ; 

(incl eo Gene 5 if 1 0 0 0 3 
Total for the 47 year 

period 1904-1950 

(inch eck. ace 54 eae 12 7 3 3 3 


It will be observed: 
(1) That in 47 years only 54 cases were appealed to the Governor in Council; 
(2) That in the first 20 years there were twice as many as in the last 27 years; 
(3) That in the last 12 years there were only 5 appeals; 
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(4) That 50% of the appeals were dismissed ; 
22% referred back to the Board; 
16% abandoned or withdrawn; 
6% allowed, and 
6% still pending; and 


(5) That only 3 appeals have been allowed in 46 years and only one appeal 
allowed in the last 26 years. 


(b) Nature of the cases appealed 


An examination of the cases which have been appealed to the Governor in 
Council discloses that: 


(1) With few exceptions every decision of the Board granting a general 
increase in tolls or increased rates on grain has been carried to the 
Governor in Council; there have been 5 appeals from general increases: 
2 were dismissed, and 3 referred back. There were 3 appeals relating to 
Crowsnest Pass rates, rates on grain to the Pacific Coast and rates on 
grain and grain mill feeds: 1 was allowed, 1 dismissed, and 1 referred 
back; 


(2) A large number of appeals (26 in all) have had to do with such things 
as abandonments, location of crossings, sidings, spurs, grade separations, 
viaducts, location of lines, stations, facilities, etc. ; 


(3) A considerable number of appeals (20 in all) have had to do with details 
of the rate structure such as rates on lumber and forest products, glass 
bottles and jars, cream, ice cream, classification of ice cream, export 
arbitraries on flour; and with miscellaneous matters such as passenger 
service, branch train service, rates on small railways such as the Yukon 
Railway, express rates, telephone rates, overcharges, etc.; 


(4) That of the 3 appeals allowed by the Governor in Council, 1 dealt 
with a crossing, 1 with an increase in rates on cream and 1 with the 
Crowsnest Pass Rates; and 


(5) In no case has the appeal been allowed in a general revenue case except 
in the way of reference by the Governor in Council back to the Board. 


THE PRINCIPLES ON WHICH THE GOVERNOR IN COUNCIL ACTS IN 
DISPOSING OF APPEALS 


The Governor in Council has in various Orders in Council enunciated the 
principles which have been recognized as governing the exercise of his jurisdiction 
on applications made under Section 52 of the Railway Act. In an Order in 
Council made in 1933 and reported under the title ‘Re Railway Freight Rates 
in Canada” 40 C.R.C. page 97, it is stated: 


“The Committee deem it proper, in connection with the said appeals, to call 
attention to the principles that have in the past been recognized as governing the 
exercise of the jurisdiction of the Governor in Council on applications made to him 
under the provisions of Section 52 of the Railway Act. As has been pointed out in 
previous Orders in Council, ‘the intent of the legislation is to invest His Excellency in 
Council with judicial powers by which he may in his discretion aid in securing and 
enforcing the provisions of the Railway Act, having due regard to the method of railway 
rate regulation by an independent commission which was the outstanding innovation 
in the Railway Act of 1903 and which has been preserved throughout succeeding revi- 
sions of the Act to the present time.’ (Order in Council P.C. 2166, dated the 24th day 
of October, 1923.)... 
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Further, that ‘in appeals to the Governor in Council from the Board of Railway Com- 
missioners a practice has grown up not to interfere with an Order of the Board unless 
it seems manifest that the Board has proceeded upon some wrong principle, or that it 
has been otherwise subject to error. Where the matters at issue are questions of fact 
depending for their solution upon a mass of conflicting expert testimony, or are otherwise 
such as the Board is peculiarly fitted to determine, it has been customary, except as 
aforesaid, not to interfere with the findings of the Board.’ (Order in Council P.C. 
1170, dated the 17th day of June, 1927.)” 


It would seem clear (a) that the enunciated policy of the Governor in 
Council is not to interfere with an Order of the Board unless it seems manifest 
that the Board has proceeded upon some wrong principle or that it has been 
otherwise subject to error; (b) that the practice of the Governor in Council has 
followed the enunciated policy; and (c) that the record over the years discloses 
clearly that not only have there been a very limited number of appeals but that 
in only three cases have such appeals been allowed. 


CONCLUSIONS 


1. The history of the legislation in this country indicates that Parliament 
has always felt that the Government should take an active interest in both the 
railways and the regulatory body. Examples of this may be found in Sections 
36 and 38 of the Railway Act which provide as follows: 


‘36. The Board may, of its own motion, or shall upon the request of the Minister, 
inquire into, hear and determine any matter or thing which, under this Act, it may 
inquire into, hear and determine upon application or complaint, and with respect 
thereto shall have the same powers as, upon any application or complaint, are vested 
in it by this Act. 

‘38. The Governor in Council may at any time refer to the Board for a report, 
or other action, any question, matter or thing arising, or required to be done, under 
this Act, or the Special Act, or any other Act of the Parliament of Canada, and the 
Board shall without delay comply with the requirements of such reference.” 


These Sections would seem to indicate that the Government is to keep in 
touch with matters relating to railways. Particular attention is called to the 
language of these Sections and the words ‘‘any matter or thing which under 
this Act’’ and “any question, matter or thing arising or required to be done 
under this Act.’ 


2. In this country relations between Parliament and the Government on 
the one hand and the railway companies on the other, have always been such 
that Government supervision over railway matters cannot be altogether 
abolished. Canadian railways have been projected and built as manifestations 
of public policy, usually with financial assistance recommended by the Govern- 
ment, agreed to by Parliament and paid for by the people of the country. 

For all these reasons it is extremely difficult to recommend that the Govern- 
ment should disassociate itself entirely from the activities of the railways and 
the performance by the Board of Transport Commissioners of its duties. 

3. The parties should have the right of applying either to the Board or toa 
judge of the Supreme Court of Canada to determine whether a question of law 
is in dispute. The problem that arises in determining whether a particular 
question is one of law or fact is often a difficult one; in such cases the parties 
before the Board should have an opportunity to have this question decided by a 
judge of the Supreme Court. 


RECOMMENDATIONS 
1. It is not recommended that Section 52(1) of the Railway Act be repealed 
or amended. 


2. Section 52(2) should be amended by inserting after the word ‘‘jurisdiction”’ 
in line 2 thereof the words: ‘‘or upon any other question of law.’ 
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5. CONTROL OF THE BOARD OF TRANSPORT 
COMMISSIONERS BY THE GOVERNMENT 


Manitoba contended that railway transportation is too vital a factor in the 
national economy to be regulated only by an independent tribunal without the 
ultimate responsibility for regulation resting upon Parliament and the Govern- 
ment. Although Parliament may alter the Railway Act, Manitoba argued 
that this control is ‘somewhat less than what is desired,’’ and urged that the 
Governor in Council be given power to direct the Board and to “‘ensure that the 
actions of the Board are not inconsistent with what is in the best interests of 
Canada from the standpoint of the best economic policy.” 


The Province proposed amendments to Section 38 ‘‘to enable the Governor 
in Council to give directions to the Board in respect of policy,” and to Section 
52(1) “to make it clear that the Government has the power to remit and to 
remit with directions.’’ Subsequently Manitoba withdrew the first of these 
amendments. 


Section 52(1), if amended as proposed, would read as follows: 


“52(1). The Governor in Council may at any time, in his discretion, either upon 
petition of any party, person or company interested, or of his own motion, and with- 
out any petition or application, vary or rescind any order, decision, rule or regulation 
of the Board, whether such order or decision is made inter partes or otherwise, and 
whether such regulation is general or limited in its scope and application, and remit 
any matter to the Board with directions respecting the disposition thereof; and any order 
which the Governor in Council may make with respect thereto shall be binding upon 
the Board and upon all parties.” 


The words in italics constitue the only change in the existing section. 


Manitoba intimated that the power to give ‘directions’ would give the 
Governor in Council power to dictate matters of “policy’’. The Province, 
however, was unable to offer an interpretation of the word “policy” definite 
enough to justify asking to have it embodied in legislation. 


CONCLUSIONS 


Prior to 1903 the railways in Canada were regulated by a “Railway Com- 
mittee of the Privy Council’. Parliament decided after thorough inquiry that 
for various reasons this was not satisfactory. Among the reasons given were: 


1. The Government has a dual function—political and administrative; 

2. There is no continuity of tenure; 

3. There is lack of technical training for the work; 

4. The lack of migratory organization renders it impossible to deal effectively 
with smaller complaints; and 

5. The distance to be travelled by the complainants makes the expense 
great. 


For these reasons Parliament created a body to deal with the regulation of 
rates, etc. 


The constitution of the Board as an independent regulatory tribunal was 
hailed as a step in the right direction. Manitoba’s proposal would be a long 
step backward toward the situation which Parliament attempted to correct in 
1903. 
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Parliament has given to the Government adequate control and responsibility 
under the Statute as it now stands: Sections 36, 38 and 52 of the Railway Act. 
These sections afford the Government ample power to inquire into and obtain 
reports on any ‘‘matter or thing arising, or required to be done’’ under the 
Railway Act, and enable the Governor in Council to vary or rescind any order, 
decision, rule or regulation of the Board. Examples of the extent to which 
the Government has gone in exercising these directive powers may be found 
in Order in Council No. 1487 respecting equalization and in Order in Council 
No. 4678 referring the Board’s judgment in the 21% Case back to the Board for 
consideration in the light of certain changes in conditions referred to in the 
Order in Council. 


It is the expressed desire of all the parties appearing before the Commission, 
including Manitoba, that the members of the Board be of the highest ability and 
character devoting their whole time to the often difficult work of regulating 
transport in the interest of shippers, consignees, railway companies and the 
Canadian people as a whole. Any suggestion that the part to be played by the 
Board is to be reduced in responsibility far below that which is placed upon it 
today would surely tend to prevent the acceptance by the proper class of men of 
positions on that tribunal. 


RECOMMENDATIONS 


The amendment proposed by Manitoba to Section 52(1) of the Railway Act 
cannot be recommended. 


CHAPTER ITI 
PARTICULAR FREIGHT RATE PROBLEMS 


1. STANDARD MILEAGE CLASS RATES 


Standard Mileage Class Rates have been aptly described as the ‘‘ceiling’’ 
rates — they constitute the maximum tolls above which the railways are not 
permitted to go. 


The amount of freight now hauled under these rates is estimated to be less 
than 1% of the total traffic. 


It has therefore been suggested that these rates are of little practical value 
to shippers and provide very little additional revenue to the railways. 


It is probable that they have outlived whatever usefulness they may once 
have had. 


All the Western Provinces as well as other parties appearing before the 
Commission asked that in any event these rates be made uniform across the 
country. Manitoba and Alberta went further and suggested that they be 
abolished and that the traffic presently moving under them be hauled under 
rates established by a uniform distributing or town tariff scale, which would 
then become the “‘ceiling’’ rates. 


The carriers made no serious objection to the proposal to abolish the standard 
mileage class rates. They did state, however, that these rates are the ‘“‘key”’ 
on which other rates are based and that they are necessary to preserve flexibility 
in the rate structure. 

CONCLUSIONS 


Since such a small proportion of freight moves under standard mileage rates 
it does seem illogical that they should be the ‘‘key”’ rates or form the basis for 
other rates. Moreover, it seems equally illogical that there should be more than 
one class rate scale. The standard mileage class rates have outlived their useful- 
ness and should be abolished. 

RECOMMENDATIONS 


It is recommended that Section 328 and all other pertinent sections of the 
Railway Act be amended to provide for the abolition of standard mileage tariffs. 


2RGOMPETDITIV.E, RALES 


Competitive rates are lower than the normal rates which would ordinarily 
be charged on the same commodities and are made by the railways for the 
purpose of obtaining or retaining traffic which would otherwise be forwarded 
by competing transport agencies. 

Competition has always existed between the railways and steamships 
operating on the St. Lawrence River and Great Lakes, and along the coasts of 
the Maritime Provinces and British Columbia. In addition intercoastal com- 
petition for transcontinental traffic has been active for many years. 


The water competition in Eastern Canada originally influenced the setting 
of the so-called ‘‘normal”’ rates in that area in a downward direction. 


Competition of steamships with the railways still prevails and another 
competitive factor appeared in the 1920’s when, with the improvement of high- 
ways, motor vehicle services were established between communities. 
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Competition from trucks has become serious because of their faster service 
and flexibility of operation. A rate structure emphasizing low rates on low 
grade articles and high rates on high grade articles leaves the railways in a 
particularly vulnerable position. 


As a result of competition from steamships and trucks the railways have 
been compelled to introduce competitive rates in areas influenced by competition 
while leaving rates unchanged between intermediate points or within other areas 
not so influenced. 


The final type of competition which has. influenced rates has aptly been 
termed ‘‘market-competitive’’. 


It arises out of the efforts of the producer at a distant point to sell his goods 
in a market which is also served by a producer with a short haul. It also 
involves the efforts of the manufacturer or consumer to obtain his supplies of 
raw materials, and semi or fully processed products at as many points of origin 
as possible, and of the railways to secure long-haul business. This particular 
form of competition has resulted in pressure upon the rate structure. 


A different type of market-competitive rate is one published to meet com- 
petition of extraneous sources; for example, a rate on glass from Ontario points 
to Vancouver to meet the competition of similar glass imported direct from 
Belgium by steamship to Vancouver. 


THE AUTHORITY FOR COMPETITIVE RATES 


The Railway Act of 1903 recognized competition, and the present Act still 
provides authority for tariffs of competitive rates under Sections 314(5) and (6), 
328(c), 329(4) and 332. 


Such rates do not apply at intermediate points where there is no competi- 
tion, and are not considered as discriminatory when compared with other rates 
where the traffic conditions are not the same. The ‘“‘long-and-short-haul”’ clause 
of Section 314(5) contains the authority for permitting the charging of a higher 
rate to short-haul points on the same line or route, than to a farther distant 
point, provided the Board is satisfied that owing to competition it is expedient 
to allow such toll; subsection (6) of the same section authorizes the Board to 
declare that any places are competitive points within the meaning of the Act 
and Section 329(4) permits competitive tariffs to specify rates to or from any 
specified point or points which the Board may deem or has declared to be 
competitive points not subject to the “long-and-short-haul”’ clause. 


In numerous judgments the Board has held that it is entirely within the 
discretion ofa railway company whether it will meet the competition in tolls of 
other transport agencies, subject to the prohibitions in the Railway Act with 
respect to unjust discrimination: B.C. Sugar Refining Company v. C.P.R. (1910). 
10 C.R.C. 169. Conversely, a shipper is not entitled to less than normal tolls 
because of competition which a railway in its discretion does not choose to meet: 
Blind River Board of. I rade v. G.T.R. (1913) 15.C.R.C. 146. — [tis also within 
the discretion of a railway company to restore rates to the normal basis when 
competition ceases: Regina Board of Trade v. C.P.R. (1917) 22 C.R.C. 315. The 
railway company’s right to meet or disregard competition is subject to one quali- 
fication: That if it decides to lower its rates to meet competition it must not 
cause unjust discrimination. This means that if two stations adjacent to each 
other on the same line or route are subject to the same competition the railway 
may not give the reduced rate to the shippers at one station without giving it 
also to the shippers at the other station in the same common district: Salada 
Tea Company v. C.F.A. (1924) 30 C.R.C. 153 at 164. 
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THE COMPLAINTS “ 


All the Western Provinces contended that the railways have reduced their 
normal rate level in Ontario and Quebec by the publication of competitive rates. 
They said that the railways necessarily have to recover their reduced intake on 
competitive eastern traffic by charging higher rates on non-competitive and 
long-haul traffic in Western Canada. 


It was also contended that many competitive rates in the East are lower 
than the cost of carrying such traffic, and that this throws an additional burden 
on Western traffic. 


It was further contended that the Board allows the railways too free a hand 
to institute competitive rates and that once established, these rates are left in 
the tariffs long after the conditions which caused their publication have dis- 
appeared. It was also stated that the railways do not always advance com- 
petitive rates when general increases have been authorized by the Board, thus 
throwing an unduly high proportion of the increases upon the non-competitive 
rates. 

A collateral complaint was that of the Maritime Provinces. This complaint 
was to the effect that the reductions in railway rates to meet competition in 
Ontario and Quebec without corresponding reductions in Maritime rates had 
partially destroyed the 20% preference under the Maritime Freight Rates Act. 
This subject is dealt with elsewhere. 


THE PRESENT SITUATION 


Similar complaints with respect to competitive rates were addressed to the 
Board by the Western and Maritime Provinces in the hearings in the 21% 
Increase Case, even before the rates were released from Wartime Prices and 
Trade Board control in September 1947, but the complaints have lost much of 
their substance today. Since release from price control and also during the 
course of this inquiry the railways appear to have done a great deal of ‘‘house- 
cleaning’”’ of their competitive rates. 


Senior railway traffic officers said that they would not knowingly publish a 
competitive rate that did not return its operating costs and something more. 
They would forego the traffic to competitors rather than accept it at a loss. 


The Railways state that competitive rates have, generally speaking, been 
advanced percentage-wise as much as or more than ordinary rates, although the 
railways did not apply the final 4% general increases to these rates. 


By way of emphasis the railways submitted that the only rates not now 
compensatory are those which the railways are under constraint to maintain at 
their present levels. These are: 


1. The Crowsnest Pass Rates on grain; 
2. Rates on coal from Alberta to points in Ontario; and, 
3. The ex-lake export grain rates to Saint John and Halifax. 


Crowsnest rates are statutory and are dealt with elsewhere in this Report. 
Rates on coal were introduced in 1925 by arrangement with the Federal Govern- 
ment and reduced to $8.00 a ton in 1934 as an emergency measure to relieve 
unemployment in Alberta. At present the rate is $8.40 of which the shipper 
pays $5.90 and the Government $2.50. The normal rate from Drumheller to 
Toronto is $13.10. 

The ex-lake export grain rates to Saint John and Halifax are rates on grain 


which has come down the lakes by steamships, mainly from Western Canada, 
and which moves by rail from ports on Georgian Bay to Montreal, Saint John 
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and Halifax for export. These export rates are maintained at a low level by 
reason of the national policy, collaborated in by the Railways, which seeks to 
ensure the passage of this traffic through Canadian seaports. 


The Railways also submitted that competition with highway carriers is 
becoming stronger on the Prairies, in British Columbia and in the three Maritime 
Provinces, and that it is growing in intensity as more paved highways are being 
built. This it is said will have the effect of introducing more competitive rates in 
those areas; in fact some of the present lowest competitive rates in Canada are 
those on less-than-carload merchandise between Calgary and Edmonton. 


THE SUGGESTED REMEDIES 


Although throughout the course of the hearings very restrictive remedies 
were suggested, including the giving of approval by the Board before the Rail- 
ways could publish competitive tariffs, all parties, before the conclusion of the 
hearings, admitted that the Railways should be free to publish competitive tariffs 
to meet competition from other transport agencies, and that the remedy ought 
to be found in a closer supervision of the rates by the Board to ensure: 


(a) That the competition actually exists; 
(b) That the rates are compensatory; and 
(c) That the rates are not lower than necessary to meet the competition. 


CONCLUSIONS 


Competitive rates are an important factor in the rate structure. No one 
who appeared before the Commission advocated their abolition. 


The Railways should neither be denied the right to meet competition nor, 
when once they have decided to publish competitive tolls in one area, be forced 
by law to apply these same tolls to other regions where competition between 
transportation agencies is non-existent. 


Requiring competitive tariffs to be approved by the Board before they 
became effective would hamper the railways in their efforts to increase their 
revenue. 


RECOMMENDATIONS 


The following recommendations are concerned only with carrier-competitive 
(and not market-competitive) tariffs. It is not recommended that formal 
applications be submitted to the Board whenever it is desired by the Railways 
to meet competition. Such rates are frequently made in agreement with shippers, 
and no shipper is likely to withhold shipments from other modes of transporta- 
tion while the railway makes applications to the Board and obtains the necessary 
authority, sometimes after considerable delay, to publish the rates agreed upon. 


The Board already has some regulations with respect to competitive rates 
and it is suggested, in view of the complaints which have come before the Com- 
mission that these regulations should provide that whenever a railway files a 
competitive tariff or an amendment thereto, it shall simultaneously supply the 
Board with information similar to that now filed with applications for the approval 
of agreed charges. This information includes (a) the name of the competing 
carrier or carriers; (b) the route over which they operate; (c) the rates charged 
by the competitors with proof of such rates as far as ascertainable; (d) the tonnage 
normally carried by the railway between the points of origin and destination; © 
(e) the amount of tonnage diverted from the railway or which will be diverted 
if the rate is not made effective; (f) the extent to which the net revenue of the 
railway will be improved by the proposed changes; (g) the revenue per ton-mile 
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and per car-mile at the proposed rate; (h) the corresponding averages of the 
system or of the region in which the traffic is to move, and (i) any other informa- 
tion regarding the movement which will serve to justify the proposed rate. 


This recommendation, if adopted, will provide the Board with data from 
which to judge the strength of competition and the necessity of taking action to 
suspend or disallow any competitive rate if such rate, in the Board’s judgment, 
should become unnecessary; or, to suspend, disallow or order an increase in 
such rate if in the Board’s judgment it is not compensatory or is lower than 
necessary having regard to the competition to be met. 


Competitive rates will of course continue to be subject to challenge by any 
shipper or representative body of shippers who may consider them unduly 
preferential or unjustly discriminatory. 


The Railway Act should be amended to give the Board powers to act as 
suggested herein. 


44 DiSI RIBUEING: GLASS (RATES 


In Eastern Canada distributing rates apply on freight moving both out of 
and into the distributing centre or town; these rates are called ‘“Town Tariff” 
or “Schedule A’’ rates. 


In Western Canada the comparable rates are called ‘‘Distributing Rates” 
and they apply only to shipments from the distributing centre outward and not 
to shipments from outside points to the distributing centre, though there are 
some exceptions to this rule. 


The purpose of these Town Tariff or Distributing Rates is to provide cheaper 
transportation on shipments from distributing centres to outlying points within 
the area. The railways have so far considered that the greater volume of shipping 
from these distributing points warranted the lower rates. 


Many submissions were made and were unanimous in asking that this 
regional difference be abolished and that there be uniformity in the rates both 
inbound and outbound to and from the distributing points in the West as in 
the East. 


There were also submissions concerning the application of standard mileage 
class rates on goods from the United States crossing the international boundary 
at points in the West such as Emerson in Manitoba and Coutts in Alberta. 
It was asserted that shipments from these stations to points in Western Canada 
should be charged distributing class rates rather than standard mileage class rates. 


CONCLUSIONS 


The question of the application of lower rates from border points is not 
strictly a matter of distributing rates but rather one affecting the reasonableness 
of the rates now applied. In any event it is a matter peculiarly for the Board 
to deal with and may be automatically solved by the proposals made in the 
chapter on Equalization. 


There appears to be complete unanimity among those appearing before the 
Commission that there should be uniformity in distributing class rates throughout 
the country and that regional differences in such rates should be abolished. 


The time has come for the abolition of regional differences of this character. 
This would be effected by implementation of the recommendations respecting 
one uniform equalized class rate scale as proposed in the Equalization chapter. 
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4. AGREED CHARGES 


An “agreed charge’’ is a rate agreed upon by a carrier for the transport of 
all or any part of the goods of any shipper or group of shippers. 

In Canada agreed charges were first authorized in 1938 by the provisions of 
Part V of the Transport Act enacted in that year. The Canadian Act follows 
legislation enacted in the United Kingdom in 1933, known as the Road and Rail 
Traffic Act; but our legislation is more restrictive in character. 


The Board of Transport Commissioners since the Act came into force, and 
until the 31st December, 1950, has approved 45 agreed charges for the railways 
of Canada, 38 of which were made to meet highway competition and 7 to meet 
water competition. Of this number 23 were in force on December 31st, 1950, 
involving 73 shippers. The gross revenue from agreed charges by the two 
major railways, in 1950, was in the vicinity of $10 million. 

The Transport Act requires that the agreed charge must be approved by 
the Board, but the Board is not to give its approval if in its opinion the object 
of the agreement can be secured by means of a special or competitive tariff of 
tolls under the Railway Act. When the transport is by rail from or to competi- 
tive points, or between competitive points on the lines of two or more rail carriers, 
the Board’s approval cannot be obtained unless both (or all) such carriers join 
in the making of the agreed charge. 

The Act contains provisions for (a) the filing of the agreement with the 
Board; (b) the publication of notice of application for approval in the Canada 
Gazette and in such other manner as the Board may direct; (c) the hearing of 
all interested parties on the application for approval; and (d) the right of any 
shipper who considers that his business will be unjustly discriminated against 
by the agreed charge to apply for a fixed charge for the transport of his goods 
if they are the same’as or similar to those covered by the agreed charge. | 

The Act provides that the agreed charge “shall be made on the established 
basis of rate making and shall be expressed in cents per one hundred pounds or 
such other unit as the Board may approve; and the carload rate for one car 
shall not exceed the carload rate for any greater number of cars’’. 

The Act also provides that on any application ‘‘the Board shall have regard 
to all considerations which appear to it to be relevant and, in particular, to the 
effect which the making of the agreed charge or the fixing of a charge is likely 
to have, or has had, on — 


(a) the net revenue of the carrier; and 


(b) the business of any shipper by whom, or in whose interests, objection is 
made to approval being given to an agreed charge, or application is made 
for approval to be withdrawn”’. 


COMPLAINTS 


Complaints were made against the principle and administration of agreed 
charges. Briefly they were on the following grounds: 


1. By the Province of Manitoba: (a) that the agreed charge method of rate 
making might eliminate truck competition rather than meet it; (b) that 
the agreed charge favours the larger shipper; and (c) that the power 
which the railways have to file competitive tariffs is sufficient without 
resorting to the agreed charge; the Province accordingly asked for the 
repeal of Part V of the Transport Act; 


2. By the Province of Alberta: that the agreed charge puts the small stipnet 
at a disadvantage, and that all shippers, regardless of size, should be 
treated alike; Alberta also asked for the repeal of Part V of the Act. 
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3. By the Canadian Manufacturers Association: that the agreed charge 
method enables the large shipper to ‘‘make a deal’’ with the railways 
which the smaller shipper may not be able to make because of his inability 
to agree to the same terms, and that the railways should not be able to 
say, ‘‘We will give you a better rate if you give us all your business’’;: 


4. By the Canada Steamship Lines Limited: (a) that the agreed charge is 
an exceptional method of rate making, and is really a private contract 
whereby the carrier undertakes to transport the goods of an individual 
shipper on terms more favourable than those offered by the carrier to 
the general public, and (b) that its effect is to deny to other competing 
carriers the opportunity of competing for the business while the agreed 
charge remains in force. The company expressed the view that, having 
regard to the exceptional method of rate making which the agreed charge 
allows, the safeguards now contained in the Act are the very minimum 
necessary; that delay and publicity ought to be inherent in so radical a 
departure from normal rate-making methods; and that unrestricted use 
of the agreed charge by the railways ‘“‘would force water carriers to the 
wall’. 


POSITION TAKEN BY THE RAILWAYS 


The Canadian Pacific Railway Company states that the present provisions 
of the Transport Act with respect to agreed charges are satisfactory and, while 
it would not object to “‘greater flexibility”, no amendment is suggested. The 
company presented evidence to show that agreed charges are compensatory, and 
the Waybill Analysis supports this view. The company contends that the agreed 
charges are not unfair to the small shipper, because any shipper may obtain 
the benefit of agreed charges granted to another shipper provided the goods are 
the same or of similar kind in both cases and are offered for carriage under 
substantially similar circumstances and conditions. 


The Canadian National Railway Company contends: (a) that Part V of the 
Transport Act is unsatisfactory in its present form; (b) that the purpose of the 
Act is to enable the railways to meet the competition of other transport media, 
particularly of motor trucks, and that the Act had failed in this purpose; (c) that 
delays in securing approval of the Board have been protracted, extending from 
thirty-four days to as long as a year and ten months; (d) that since any carrier 
‘regulated by the Act can be heard in opposition to the application for approval, 
a water carrier, a portion only of whose own rates may be under regulation, has 
the right to object to the agreed charge on the ground that its business will be 
prejudiced by it; and that this is unreasonable and unfair to the railway. The 
Judicial Committee of the Privy Council in C.N.R. v. Canada Steamship Lines 
Limited et al, in 1945, 58 C.R.C. 113, interpreted the Transport Act as providing 
that the Board may, upon an application for approval of an agreed charge, 
regard as a relevant consideration the effect which the making of the agreed 
charge is likely to have on the business or revenues of other carriers under the 
Act including steamship lines. 


The Canadian National accordingly proposed an amendment to the Trans- 
port Act which would repeal the present Section 35 and substitute the following: 


35. Notwithstanding anything in the Railway Act, or in this Act, 


(1) A carrier may make such charge or charges for the transport of goods of any 
shipper or for the transport of any part of his goods as may be agreed upon between 
the carrier and that shipper. Provided that when the transport is by rail from or to 
a competitive point, or between competitive points on the lines of two or more carriers 
by rail, such competing carriers by rail shall be permitted to enter into negotiations 
and shall have the right to join in making the agreed charge. 
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(2) A duplicate original of the agreement setting out the particulars of the agreed 


charge shall be filed with the Board within seven (7) days after the date of the agree- 
ment, and the agreed charge shall become effective thirty (30) days after the date of 
such filing. 


(3) Any shipper who considers that his business will be unjustly discriminated 


against if an agreed charge is made by the carrier, or that his business has been unjustly 
discriminated against as a result of the making of an agreed charge, may at any time 
apply to the Board for a charge to be fixed for the transport of his goods (being the 
same goods as or similar goods to and being offered for carriage under substantially 
similar circumstances and conditions as the goods to which the agreed charge relates) 


by 


the same carrier with which the agreed charge is proposed to be made, or is being 


made, and, if the Board is satisfied that the business of the shipper will be or has 


bee 


n so unjustly discriminated against, it may fix a charge (including the conditions 


to be attached thereto) to be made by such carrier for the transport of such goods. 


(4) The Board, in fixing a charge, may fix it either for such period as it thinks fit 


or without restriction of time, and may appoint the date on which it is to come into 
operation, but no such charge shall be fixed for a period beyond that for which the 
agreed charge complained of by the shipper remains in effect. 


(5) All agreed charges shall contain a cancellation clause giving either party the 


right to cancel the agreement upon specified notice.” 


It will be observed that this amendment would: 


i 
a; 
>, 


Do away with the necessity of prior approval by the Board; 

Make it unnecessary for a rival rail carrier to join in the agreed charge; 
Eliminate the requirement that the agreed charge must be made on the 
established basis of rate making; 

Eliminate the requirement that the carload rate for one car shall not 
exceed the carload rate for any greater number of cars; 


. Eliminate the provision that the Board shall not approve the agreed 


charge if, in its opinion, the object may be secured by means of a special 
or competitive tariff of tolls under the Railway Act; 


. Prevent objection to agreed charges by a water carrier regulated under 


the Act; and 


. Prevent any objection to the agreed charge by a shipper; instead the 


shipper who considers that his business will be unjustly discriminated 
against is merely permitted to apply for a fixed charge. 


The proposed amendment is admittedly very far-reaching but the Canadian 
National Railways endeavoured to justify it by contending: 


(a) 


(b) 


(c) 


(d) 


That the agreed charge is fundamentally nothing more than a special 
form of competitive rate and should therefore not require prior approval 


of the Board; 


That trucks in Canada are not regulated as the railways are, and that 
they accordingly “pick and choose’’ the traffic, and generally take the 
higher-rated goods while the railways must carry the low-rated goods; 


That so long as the trucks are unregulated the railways need the agreed 
charge procedure to be used as a ‘‘weapon’’ to enable them to cope 
efficiently with the trucks; and 


That the present Act does not give sufficient freedom to the railways 
and that consequently the trucks are getting business which the railways 
should get and which they could handle more economically. 


The Canadian Automotive Transport Association in referring to agreed 


charges 


said that they ‘‘catered to big business’, that the Canadian National 


proposal was a reversion to the ‘‘law of jungle’, and that, although the railways 
should be permitted to use competitive rates, they should not be permitted to 
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use the agreed charge. The Association admitted, however, that truckers might 
enter into agreements which would be similar to agreed charges, but stated that 
it is not their practice to do so. 


REPRESENTATIONS IN SUPPORT OF PROPOSED AMENDMENT 


_ The representations made on behalf of the Canadian National Railways in 
support of the proposed amendment are in effect as follows: 


1. That admittedly the agreed charge practice needs some reasonable control, 
but that the present control procedure is too cumbersome and should be 
replaced by a more workable one; 


2. That the proposed new practice would enable the railways to deal more 
effectively with truck competition; 


3. That beyond a limited zone the truck is a more expensive medium of 
transport than the railway and consequently if the railways were free to 
use their full strength in the larger competitive zone and to reduce their 
rates on the higher class goods to the railway cost level, plus some profit, 
the trucks would be unable to operate beyond the limited zone within 
which they admittedly have an advantage; and 


4. That the average out-of-pocket cost to the railways is one cent per ton- 
mile, while that of the truckers is not less than three cents and probably 
as much as four or five cents per ton-mile, and that if the railways brought 
their rates down to an all-inclusive cost of one and one-quarter cents 
(which they could do) no truck company could meet this competition 
outside the limited zone. 


The position of the Canadian National Railways therefore is (1) that there 
is need of rational and reasonable control of the agreed charge practice, and 
(2) that the railways’ requested amendment would undoubtedly place in its 
hands an extremely potent weapon capable of driving the trucks out of business 
in what is referred to as the ‘‘competitive’’ zone. 


ATTEMPTS TO RECONCILE THE POSITION OF THE TWO MaAtoR RAILWAYS 


Following the hearings, and because of the sweeping nature of the amend- 
ments proposed by the Canadian National Railway Company, that company 
and the Canadian Pacific Railway Company were asked to consult together in 
order to see whether they could agree on proposed legislative amendments. 
For a long time they were unable to do so. ‘When, however, the Canadian 
National did agree that an agreed charge should not be made without the 
concurrence of competitive railways when the transport is by rail from or to a 
competitive point, or between competitive points on the lines of such railways, 
the two railways came very close to agreement. 

The Canadian National admits that its proposed amendment may have 
gone too far in excluding the Board’s power to disallow an agreed charge, but 
says that the agreed charge should become effective not later than thirty days 
after it is filed with the Board, and that thereafter the Board might be given 
power to disallow it, if after complaint and hearing it decided that the agreed 
charge was unjust and unreasonable. The company says that its proposal is, 
in effect, that an agreed charge might be disallowed by the Board only on the 
ground that the rates charged under it are not compensatory. 

The Canadian Pacific thinks the shipper should be able to object either 
before or after the agreed charge becomes effective but only if the rate is not 
compensatory or is otherwise unreasonably low; if the complaint is that the rate 
is discriminatory, then the shippers’ only remedy would be to secure a fixed 
charge; the Board would not disallow the agreed charge. 
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THE FINAL REASONS GIVEN FOR THE AMENDMENT 


The Canadian National submitted the following reasons for seeking relaxa- 
tion of the present provisions of Section 35 of the Transport Act: 


1. ‘‘To get around the Privy Council Decision in the Canada Steamship 
Gase | 

2. ‘‘To simplify the procedure’”’ ; 

3. ‘To avoid the delays’; and 

4. ‘To strengthen our competitive position in respect to trucks.” 


Each of these reasons must be carefully examined. 


1. The decision of the Privy Council above referred to held that the Board is 
not precluded, in the present statute, from regarding as relevant considerations, 
in granting or refusing its approval, the effect which the making of the agreed 
charge between a shipper and competing carriers by rail is likely to have on the 
business and revenues of the other carriers mentioned in the Act. 


Under this interpretation a water carrier regulated under the Transport Act 
can object to an agreed charge made between a shipper and the railways, and 
the Board can, in deciding whether or not it shall approve the agreement, take 
into consideration the effect which such agreement will have on the business 
and revenues of the water carrier. 


The railways ask that both the right of objection and the consideration of 
the effect on the business and revenue of the water carrier be taken away. 


The question involved is: Should the railways be entitled to enter into an 
agreed charge regardless of the effect on the business and revenue of the water 
carriers regulated under the Transport Act ? 


Parliament, by the present legislation, recognized that the water carrier 
plays an important role in the transportation of goods and did not intend to 
give the railways absolute freedom to make agreed charges regardless of the 
effect on the business and revenue of the water carriers. It would be unwise to 
amend the Act in this respect. If the agreed charge is aimed chiefly at the 
trucks (and this is what the railways say) it is hard to see what there is to prevent 
the railways and the water carriers from entering together into agreed charge 
contracts on the basis of proper traffic differentials. However, the water carriers 
in such a case should be left free to join, or not to join, with the railways. 


2. Simplification of procedure. The proposed amendment goes much further 
than to provide a mere simplification of procedure. It imposes upon a complainant 
the burden of proving that a railway rate is non-compensatory thus practically 
putting him out of court. 


The point involves a question of whether the procedure should be simplified 
when the power granted to the railways is such an extraordinary one. The 
agreed charge method of rate making, even under the present practice, is contrary 
to well established principles of rate making under the Railway Act. It binds 
the shipper by agreement to ship all or an agreed portion of his goods by the 
carriers with whom he makes the agreement for a long period, usually for at 
least a year, and it gives the shipper a rate lower than the rate in the tariffs 
published under the Railway Act. This extraordinary procedure should be 
accompanied by the publicity and safeguards now required by the Transport 
Act. It must be remembered that the Railway Act now gives to the railways 
power to meet competition by the publication of competitive tariffs with a 
minimum of delay. The Transport Act adds to this power and empowers the 
railways to enter into agreed charges where the publication of competitive 
tariffs or special tariffs will not secure the object of the agreed charge. Such a 
power should not be exercised without close supervision. The procedure should 
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not be simplified. It is important also that shippers and carriers should have 
an opportunity of being heard, so that the Board may be made aware of all 
aspects of the question. The present procedure permits of this being done; 
the proposed procedure would enable the agreed charge to come into effect 
automatically within thirty days after the filing of the agreement with the 
Board, only to be disallowed if it is shown to be non-compensatory. 


3. Avoidance of delays. The railways suggested that great delays had been 
encountered in securing the approval of agreed charges and referred to one case 
where it had taken one year and ten months. 


Particulars have been obtained of all 45 agreed charges which were approved 
by the Board and 2 which were not approved (totalling 47 submitted) between 
March 15, 1939, (the date the first application was received) and December 31, 
1950. It is found that there were 37 uncontested cases and 10 contested cases. 
Of the latter 2 were not finally approved. The time consumed between the 
date on which the application was received by the Board and the date of the 
order of approval or disapproval is as follows: 
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It will be observed that in 29 cases the time taken to secure approval was 
40 days or less; that in 8 other cases the time taken was 50 days or less, and that 
in 2 uncontested cases it took 86 and 133 days respectively to obtain approval. 

Thus in 35 of the 37 uncontested cases the average time taken to secure the 
Order was only about 3714 days, and even including the two exceptional cases 
the average time for all 37 cases is only 41 days. 

The facts appear to disclose an entirely satisfactory record warranting no 
criticism. It is shown that in the uncontested case which took 133 days the 
Board was not satisfied, without study by its Economics Bureau, that the agreed 
charge was compensatory and accordingly investigated the matter at some length. 

As to the contested cases 4 were approved in 55 days or less and the 4 others 
consumed 111, 112, 227 and 686 days respectively before the Board’s Order was 
granted. These cases must be regarded as exceptional. 

It is to be observed that two agreed charges which were not approved took 
over five years before final decision was rendered by the courts. These two cases 
involved appeals by the railway company to the Supreme Court of Canada and 
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to the Judicial Committee of the Privy Council in England. It 1s significant 
too that Section 35(4) of the Transport Act authorizes the Board to ap prove 
the date on which the charge shall become operative ‘‘or as from which it shall 
be deemed to have become operative”, but such date shall not be earlier than 
the date on which application for approval was lodged. The record shows that 
the Board has in almost all cases caused the approval of the agreed charge to 
be retroactive to the date the agreement was lodged with the Board. 


Delay under these circumstances cannot justify any change in the legisla- 
tion. 


4. Strengthening the Railways’ Competitive Position. 


The argument of the railways on this point may be shortly and fairly put as 
follows: 


(a) The railways are regulated, the trucks are not regulated; 
(b) The trucks can pick and choose the traffic and take the high-rated traffic; 


(c) The railways must take all the traffic offered to them, both high-rated 
and low-rated; and 


(d) The railway policy has been to carry the low-valued traffic at low rates 
and make their profit on the high-valued traffic; the trucks are now 
taking away the profitable traffic which means that the low-valued traffic 
will have to bear higher rates which it perhaps cannot afford. 


The main complaint is that the trucks are not regulated, and one of the 
railway witnesses stated that truck regulation is not the answer in any event 
because, if they were regulated, persons and industries would buy their own 
trucks. From this he concludes that the use of the agreed charge method of rate 
making is the only answer to the problem raised by what he terms ‘“‘the erosion 
of the profitable rail trafic by motor trucks’’. 


The problem is a serious one, and exists not only in Canada. Attempts to 
solve it in other countries have not been successful. The agreed charge has not 
solved the problem in Britain, and in that country there is not the problem of 
division of jurisdiction over the respective competitors that exists here. 


The problem is not essentially one of regulation on the one hand and non- 
regulation on the other. The main reason for the regulation of railways in the 
first instance was their monopolistic position coupled with the fact that they 
supply an essential service which, if not satisfactorily carried out, cannot be 
supplied by anyone else because of the facilities of operation which would be 
required. The position of the trucker who offers his truck for hire is entirely 
different. He has not only competition from other forms of transport, but has 
many competitors in his own field, and from private truckers as well. If the 
price for his services is too high, persons and industries can, with comparative 
ease and small cash outlay, purchase their own trucks. This problem is dealt 
with elsewhere in this Report, but is outlined briefly here simply to show the 
relationship of agreed charges to the problem of truck regulation. 


_ The problem before the Commission is simply this: Should the railways be 
given an extraordinary weapon which might have a serious effect on the trucking 
industry far beyond that of ‘‘meeting”’ its competition ? 


The agreed charge if widely used could bind shippers to the railways for 
unrestricted periods of time by an agreement which would exclude the trucks 
from participating in the traffic of such shippers. 


This might prevent the growth of a form of transport which may be of great 
value to the commerce of the country. Two instances of the value of the trucks 
to Canada have occurred in recent years, the first during the last war, and the 
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second during the recent railway strike. Any weapon which might seriously 
endanger or bring about the elimination of the trucking industry must be guarded 
with close restrictions. 


It is to be borne in mind that although their rates are regulated, considerable 
freedom is left to the railways in regard to competitive rates, and this freedom 
should not be impaired substantially. The object is to permit the railways to 
meet competition, not to destroy or eliminate it. 


The danger in the proposed amendment lies in the power it would give to 
stifle competition. The Act as it now stands gives to the railways an extra- 
ordinary power (one which has not been accorded to the railways in the United 
States) and one which should not be extended. 


CONCLUSIONS 


1. One of the main principles of railway rate making is that a railway must 
charge equal tolls for like services. Parliament in authorizing the agreed 
charge created an exception to this general rule to enable the railways to 
meet the unregulated competition of trucks. Nevertheless in enacting the 
provisions of Part V of the Transport Act it took great care to surround 
the exceptional power which it had granted with restrictions to prevent the 
improper use of agreed charges. 


2. It appears obvious that Parliament did not intend the agreed charges to be 
a weapon to destroy or eliminate competition but rather to enable the rail- 
ways to meet competition. This is clear from a reading of Section 35(1): 


‘“... the Board shall not approve such charge if, in its opinion, the object to be 
secured by the making of the agreement can, having regard to all the cireum- 
stances, adequately be secured by means of a special or competitive tariff of tolls 
under the Railway Act or this Act.” 


3. The present Act has not yet had a fair trial. It was first introduced in 
1937 and enacted in 1938, when economic conditions were vastly different 
from those existing today. Then followed the period of the war and the 
‘freezing’ of rates until September 15, 1947. Since then the country has 
enjoyed a period of comparative economic prosperity which has perhaps 
made extensive use of the agreed charge unnecessary. 


4. It would be unwise: 


(a) To eliminate the existing requirement that competing rail carriers must 
join in making the agreed charge; 


(b) To eliminate the provision that the agreed charge shall be made on the 
established basis of rate making and shall be expressed in cents per 100 
pounds or such other unit as the Board may approve; and that the 
carload rate for one car shall not exceed the carload rate for any greater 
number of cars; 


(c) To eliminate the provision that the Board shall not approve such charge 
if, in its opinion, the object can adequately be secured by means of a 
special or competitive tariff of tolls under the Railway Act; 


(d) To eliminate the required approval by the Board of an agreed charge; 
and 


(e) To eliminate the right of other regulated carriers to object to the agreed 
charges. 


5. It is to be observed that as the law now stands truck competitors (since 
none of them are included in the Transport Act) are not entitled to object 
to an agreed charge made by rail or water carriers. 
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RECOMMENDATIONS 


None of the amendments to the Act proposed by the Provinces or by the 
railways can be recommended. 


5. TERMINAL RATES 


On freight moving in Western Canada out of and into Port Arthur, Fort 
William and Armstrong in Ontario, Churchill in Manitoba, and Vancouver, New 
Westminster, Victoria and Prince Rupert in British Columbia, the applicable 
class rates are called ‘‘terminal rates’. The difference in nomenclature arose by 
virtue of the so-called ‘‘Manitoba Agreement” of 1901 entered into between the 
Province of Manitoba and the Canadian Northern Railway, under which the 
Province gave to the Railway a subsidy to build a line from Winnipeg to Port 
Arthur, and the Company agreed to reduce the class rates between these two 
points by a certain percentage. When the rates were published, their effect was 
to make the new rate from Fort William to Winnipeg (a distance of 420 miles) 
the same as the existing standard mileage rate for 290 miles. Thus for the purpose 
of computing the distributing rates from the Head of the Lakes to points on the 
Prairies, 130 miles were deducted. This arrangement was accepted by the Cana- 
dian Pacific and later by the Grand Trunk Pacific. It was applied to and from 
the coast by the Board and voluntarily applied to and from Churchill. 


Complaints were made that this constructive mileage rule unduly favours 
Manitoba, because the benefit of the deduction of 130 miles diminishes as one 
goes westward. To illustrate: by virtue of the arrangement the terminal rate on 
first class traffic between Fort William and Winnipeg is 21% less than the 
standard mileage rate; at Regina it is 13% less; at Calgary 7% less, and at 
Vancouver 2% less. 


CONCLUSIONS 


This is another contentious feature of the rate structure with which the 
Board has power to deal. It is pointed out in the chapter on Equalization that 
the elimination of so-called terminal class rates in Western Canada would tend 
towards the attainment of the goal of equalization. 


6. TRANSCONTINENTAL RATES 


Transcontinental rail freight rates apply on traffic hauled by the railways 
across the continent in competition with steamships which operate through the 
Panama Canal or direct to the Pacific Coast ports. They are competitive rates, 
but unlike most competitive rates, they apply generally from or to a large area 
in Eastern Canada and to or from the “port area’’ surrounding the Pacific 
Coast ports. 


Transcontinental rates apply particularly to products on which water 
competition is keen but not to perishable commodities on which speed of delivery 
is important, and rail rates are usually somewhat higher than steamship rates 
because the railways are able to charge more for greater speed and scheduled 
time of delivery. 

TERRITORY INVOLVED 


Transcontinental rates apply generally from the whole of Eastern Canada; 
shippers or receivers in the entire triangular area between Montreal, P.Q., 
Windsor, Ont., and Sault Ste. Marie, Ont., usually enjoy the same transconti- 
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nental rate. At points east of Montreal small ‘‘arbitraries’’ are added to the 
Montreal rates for the additional distance; thus anyone using the railway 
throughout the whole of Eastern Canada has available transcontinental rates, 
which are in effect the entire year. During the summer period there are addi- 
tional transcontinental rail and water rates available at a slightly lower differen- 
tial than the “‘all rail’”’ rate, for example, by rail to Port McNicoll or Sarnia 
thence by steamship via the Great Lakes to Port Arthur and Fort William and 
by rail to the Pacific; or a still lower rate via the river and lake steamships 
direct by water between ports on the St. Lawrence and Great Lakes to Port 
Arthur or Fort William thence by rail. 


The territory covered by transcontinental rates in Eastern Canada is so 
extensive because ocean steamships, with connecting river and truck services, 
between lake ports and inland centres, can take traffic out of or into the entire 
eastern half of the continent. It is not uncommon for articles destined to the 
Pacific Coast to be moved from Toronto, Hamilton or Windsor to Montreal for 
furtherance by intercoastal vessels to Vancouver; and under favourable water- 
rate conditions a shipment could be moved from as far west as Fort William to 
Montreal for furtherance to the Pacific Coast by intercoastal steamship, although 
this would be an extreme case. Movements to Montreal for ocean transit are 
carried by rail, water or truck. Intercoastal steamships operating between 
Montreal and Vancouver make a practice of absorbing some of the charges of 
the trucks or railways from points in Quebec and Ontario to the port of Montreal. 


At the other side of the continent the transcontinental rates apply only at 
the Pacific Coast ports and the trucking areas surrounding those ports; the rates 
are confined to this comparatively small area because there are no navigable 
inland waterways to provide competition with the railways in that territory. 
Transcontinental rates, being carrier-competitive, are not applied from or to 
intermediate points on the prairies and in Eastern British Columbia. There are, 
however, exceptions made by the railways because of market-competitive 
pressure; for example, on canned meats from Winnipeg to the Pacific Coast, 
and on canned fruits and vegetables from the Okanagan Valley to Eastern 
Canada. 


COMPLAINTS 


None of the steamship interests complained of the practice of the railways 
in publishing transcontinental rates; nor did the railways complain of the low 
steamship rates through the Panama Canal. 


The complaints have come mainly from Alberta on behalf of consumers 
and distributors in that province, especially at Calgary and Edmonton, who 
object to the anomalies existing in some striking examples of these competitive 
rates from the East to the Pacific Coast compared with the normal rates to 
intermediate points. 


The avowed policy of the railways has been to publish transcontinental 
rates applicable to commodities which ordinarily move from coast to coast and 
which are suitable for transportation by steamship. Many of these rates are 
higher than the rates to intermediate points and, therefore, cause no complaints. 
Others are very little lower than the rates to intermediate points. ‘There are, 
however, some transcontinental rates (relatively few in number) which are very 
low in comparison to the rates to intermediate points. These have given rise to 
bitter complaints. A few examples will make the situation clear: 
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Rates are as of December 31, 1950. 


* A — Any quantity, carload or less. 

*C — To Calgary. 

*E — To Edmonton. 

*S — From Sault Ste. Marie, Ontario only. 
*V — Combination on Vancouver. 


Most of these articles are especially suited to water transportation as they 
are heavy in relation to their bulk and the intercoastal steamships can afford to 
carry them at low rates which, as shown, have a drastically competitive effect 
on the railway rates. 


AUTHORITY AND JUSTIFICATION FOR TRANSCONTINENTAL RATES 


The Railway Act, Section 314, ss. 5-6, has permitted the establishment of 
transcontinental rates without necessarily applying them from or to intermediate 
points; this statutory authority is known as the “‘long and short haul’ clause. 


_ Transcontinental rates have been justified on precisely the same grounds as 
other competitive rates. If the railways cannot get business at normal charges, 
they may properly offer lower rates. As long as the reduced tolls yield something 
more than the transportation costs, the railway is better off than if it had refused 
to reduce the normal rates and had lost the business entirely; the railways obtain 
some net revenue they would not have otherwise received and this net, however 
small, reduces the amount which the non-competitive business would have to 
contribute in order to provide the carrier with its necessary total income. 


While there always has been (save in exceptional circumstances such as war) 
some steamship service to the Pacific Coast which has affected railway rates 
from the East, the acute period of competition with the Canadian transconti- 
nental railways occurred after the opening of the Panama Canal in 1914. 


The competition at the Pacific Coast is threefold: (1) from steamships 
between eastern Canada and west ports; these steamships, like our railways, 
carry goods of Canadian origin, e.g. Canadian canned fruits and vegetables; 
(2) from steamships plying between other countries and Canada’s Pacific Coast, 
carrying direct imports from the United Kingdom, Europe, the United States, 
the West Indies and the Orient, e.g. British cast iron pipe in competition with 
Canadian pipe from Toronto or Trois Riviéres, and (3) from American railways 
(such as the Great Northern penetrating British Columbia from the south) 
which carry United States goods at low rates to compete with American steam- 
ship services, via the Panama Canal, e.g. stoves from Ohio in competition with 
stoves from Toronto. 
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_ Any one of these factors compels the Canadian railways to publish transcon- 
tinental rates if they are to keep a share of the traffic. 


The Province of Alberta has made this complaint one of its important issues 
in this inquiry, no doubt for the reason that some transcontinental rates create | 
outstanding anomalies compared with normal rates at intermediate points such 
as Calgary and Edmonton. The normal rates between the east and the Prairies, 
because of the long distance, are high in dollars and cents. Frequently there 
are only “‘class’’ rates to intermediate points such as Calgary and Edmonton, 
and the publication of a low competitive rate to Vancouver results in a consider- 
able disparity between the two rates. 


It is really the size of this disparity in dollars and cents per 100 pounds, 
in the instances mentioned, that is the cause of the complaints; if the difference 
were only a few cents per 100 pounds the disparity would scarcely be noticed. 
It seems difficult at first to understand why a rate on canned vegetables from 
Toronto to Calgary should be $2.65 per 100 pounds when the rate on the same 
article to Vancouver is $1.40 per 100 pounds. 

For many years the extreme anomalies created by transcontinental rates 
have been a sore point in the Province of Alberta, particularly in Calgary and 
Edmonton which pay the highest intermediate rate of any distributing point 
short of Vancouver. 

Alberta does not deny that the railways, when there is active water competi- 
tion to be met, may publish transcontinental rates, and concedes that rates to 
Vancouver may in some cases properly be lower than the rate to intermediate 
points; the real complaint is that the disparity between some transcontinental 
rates and the rates to the intermediate point is unreasonable. 


Saskatchewan and Manitoba have also been affected to a lesser degree. 
The Province of Manitoba raised the point that the low transcontinental rates 
give the Eastern manufacturer and the Pacific Coast distributor an advantage 
against the Winnipeg manufacturer and distributor who pay normal rates into 
and out of Winnipeg on raw materials and finished goods destined to the Pacific 
Coast. The Manitoba complaints, however, were limited to a few instances such 
as shipments of electric batteries and workmen’s clothing. 


THE-REMEDV PROPOSED 


The Province of Alberta submitted that the Board should regularly examine 
the conditions lying behind transcontinental tariffs and that it should not permit 
such rates unless (a) competition is active, compelling and beyond the control 
of the railways, and is present at the competitive point and absent at the inter- 
mediate points; (b) the rate to the competitive point is no lower than necessary 
to meet the competition which is present there; (c) the rail rate to the competitive 
point is such that the net earnings would be greater than they would be in the 
absence of such rates, and (d) that the rate to the intermediate point is just 
and reasonable under the circumstances. Alberta proposed an amendment 
intended to bring about this result. 


CONCLUSIONS 


The problem should be considered in the following manner: 

To obtain the direct benefits of the lower costs of ocean traffic, the trader 
or consumer in Alberta, in the absence of competitive rail rates to the sea coast, 
must order his goods from Eastern Canada to Vancouver by steamship and then 
add the full cost of inland railway rates from Vancouver to such points as Calgary 
or Edmonton; but when the railways meet the ocean competition at the Pacific 
coast by publishing low rail rates from Eastern Canada they confront the Alberta 
trader or consumer with a different situation. 
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The distributor at the coast then has the benefit of both types of transpor- 
tation, either ocean or rail; he has two strings to his bow; he can, if it suits him, 
use the slower ocean service at low rates or he can use the reduced rates of the 
railways and obtain rail transportation at less (and sometimes much less) than 
the normal railway rates. In reality he occupies a bargaining position between 
two competitors. 

The distributor or consumer at Calgary or Edmonton now has no such 
advantages; he must pay to the railways either the full normal rate from the 
East to Calgary or Edmonton, or at best the combination of the transcontinental 
rate to the Coast and the full normal railway rate from the Coast to Calgary 
or Edmonton. He could in some instances obtain this combination by having 
his goods forwarded by rail to the Coast and reshipped back, but in practice 
the railway hauls the car only to Edmonton or Calgary and charges a rate equal 
to the combination, if it is lower than the published rate to Calgary or Edmonton. 


As long as the competition exists the railways should be permitted to meet it. 
But when meeting the competition creates anomalies of the character indicated 
above and causes such long standing grievances, it is desirable that a solution 
be found which will enable the railways to meet the competition and at the 
same time eliminate, at least to a substantial degree, the anomalies created. 


To apply transcontinental rates as a ceiling to intermediate points would 
in effect be placing such points as Calgary and Edmonton at the sea coast for 
rate purposes. Alberta does not suggest that extreme remedy. It says in effect 
that if a low rate is established to the sea coast then the rate to intermediate 
points such as Calgary and Edmonton should not be higher than a fair and 
reasonable rate established by comparison. This, according to Alberta, means 
that if the railways can make large reductions in a rate direct to the sea coast, 
on a basis related to the lower cost of steamship service and still make some 
profit, the rate to the intermediate points such as Calgary or Edmonton cannot 
be twice as high as the rate to Vancouver, without indicating an exorbitant profit. 


A similar situation was dealt with in the United States by denying all long 
and short haul relief to the American railways, so that if they desire to participate 
in transcontinental traffic they must apply the transcontinental rate as a 
maximum to intermediate points. 


Such a course is not called for here; it would probably result in the cancel- 
lation of some transcontinental rates from Eastern Canada to the Pacific Coast 
on which the railways have heretofore been afforded statutory protection, and 
on which communities in the Pacific coastal area have relied for many years — 
the low rates on iron and steel, for example. The railways might not desire to 
apply low coastal rates to the intermediate points (especially if the traffic were 
in greater volume to such intermediate points) and might in the face of a prohi- 
bitory “intermediate point’’ rule, decide to cancel the low rates to the coast. 


RECOMMENDATIONS 


On the main issue, it seems reasonable to conclude that when the railways 
give the trader and consumer at the Pacific Coast the benefit of fast railway 
service at rates that are very little more than ocean rates and thus provide 
them with two alternate services at almost the same price, the consumers in 
Alberta and other intermediate provinces are entitled to share in an equitable 
degree in the beneficial condition thus created by the railways. 


The influence of any transcontinental rate from the East to the British 
Columbia Coast should be carried back in the rates to the intermediate provinces 
(including points in British Columbia east of the coast) on a basis not more 
than one-third greater than the transcontinental rate to the sea coast. This 
is a logical and simple solution to the matter, one that is readily calculated and 
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applied; it recognizes the influence on Alberta of intercoastal competition, but 
at the same time does not lead to the extreme conclusion that Alberta should 
have sea coast rates. It should also have a restraining influence on the railways 
in lowering rates to meet sea coast competition, because they will know that 
they can only obtain rates at intermediate points not more than one-third above 
the rate to the sea coast. If they choose to cut their rates in two to the Pacific 
Coast, they may charge only one-third more at the intermediate points, not 100 
per cent more, as they now do in the case of canned goods and flannelette blankets 
to Calgary and Edmonton. 


The effect of this proposal is indicated by the following examples of rates 
on carload lots which add a third to the table previously given: 


Rate to Calgary 


Present all-rail Present trans- Raceut 
rate to Calgary | continental rate eh ra .* 
Item or Edmonton to Vancouver TRE EET Or 
proposal 
Per 100 pounds 
Canned Goods1e 2? PP ares *V $2.65 $1.40 $1.87 
Serncturauotesivuer. Witt idling. ! ts 2 aiate 1, 42 1.76 
*\7 4 
Ae ASeRPEOU CI nal Ah, Boi. store o15iis) visks nes iy ne 1.00 L'33 
Geoking Oilsalljand. coy 2c s leas 2.88 1.65 2.20 
Pranietette Blankets. 20s ie eee POE G 2 ae ool 4.41 


Rates in the first and second columns are as of December 31, 1950. 


* A — Any quantity, carload or less. 

*C — To Calgary. 

*E — To Edmonton. 

*S — From Sault Ste. Marie, Ontario only. 
*V — Combination on Vancouver. 


The provinces east of Alberta will likewise benefit from the proposal which 
is outlined above, since the maximum rate to all points between the point of 
origin and the Pacific Coast area will be subjected to the ceiling of 1331%% of 
the transcontinental rate. 


The same principle should apply to eastbound competitive transcontinental 
rates. 


This is all that can usefully be recommended in regard to this much debated 
question of transcontinental rates and their relation to rates at intermediate 
points. 


The Railway Act should be amended to provide that when competitive 
transcontinental tariffs are published by the railways, such tariffs shall contain 
a provision that the rates to or from intermediate territory shall not exceed the 
transcontinental rates by more than one-third. 


The legislation here recommended would bring about a change in the manner 
in which transcontinental rates have heretofore been treated by the Board. 
It has so far been held that the interests of shippers and consignees at intermediate 
points did not touch the principle of transcontinental rates: In re General Freight 
Rates Investigation, 33 C.R.C. page 127. 
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7. INTERNATIONAL RATES 


There are three types of International Rates: 


Type! Rates on traffic between points in Canada and points in the United 
States in either direction; 


Type II Rates on traffic between two points in the United States through 
Canada; and 


Type III Rates on traffic between two points in Canada through the United 
States. 


As to Type I: These rates must be published in printed tariffs which are 
“filed” with the Board of Transport Commissioners in Canada and with the 
Interstate Commerce Commission in the United States. In neither country 
are the railways compelled by law to agree to joint international rates; the 
agreement is voluntary, but when made, the tariffs publishing such rates must 
be filed. They then become subject to both the Railway Act of Canada and the 
Interstate Commerce Act of the United States. The Board controls the rate 
over such portion of the through rate as lies within Canada, and the Commission 
controls the rate over the portion in the United States. 


The legal jurisdiction over such rates is thus divided, neither country having 
complete control over the entire rate in an international rate tariff. 


As to Type II: The freight tariff must be filed with both regulatory bodies 
by virtue of the provisions of Section 339 of the Railway Act and the provisions 
of the Interstate Commerce Act. 


As to Type III: The freight tariff must be filed only with the Board in 
Canada, as the Interstate Commerce Act does not require such tariffs to be filed 
with the Commission. 


In this section Types I and III are dealt with. 


Where there are no joint international rates the traffic is carried at the 
lowest combination of local rates. 


The publication of joint international rates avoids the difficulty of ascer- 
taining the lowest of numerous combinations of rates to and from various 
junction points, thus simplifying the quoting of rates. It also usually results in 
lower charges, thus stimulating international traffic. 


THE PRESENT SITUATION 


Where the amount of international traffic is large joint international rates 
are generally published, e.g. between points in Eastern Canada and points in the 
Eastern United States. On the other hand where there is a relatively small 
flow of international traffic there are few international rates, e.g. between 
Western Canada and the United States, and between Canada and the Southern 
and Western States. 


Along the Atlantic and Pacific coasts of both countries many international 
rates are published because of the common interest of railways in meeting inter- 
coastal water competition. 


As joint international rates are the result of the desire of railways in two 
different countries to institute them, and can only be published after an agree- 
ment, there is no jurisdiction in either regulatory body to compel their institution. 
The joint rates come about only where, in the opinion of the railways in the two 
countries, there is a sufficient volume of traffic to warrant them, or when to meet 
competition the railways of both countries agree upon and publish international 
rate tariffs. 
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When rate changes are authorized by the Interstate Commerce Commission, 
the practice is, and for a long time has been, for the Board to permit increases or 
reductions in the Canadian portion of the international rates (a) at the same time 
and (b) of equivalent amount as granted by the Commission on the United 
States portion of the rates. 


General rate increases within the United States may, and usually do, take 
place before similar increases occur within Canada, and the amount of the 
increase in the United States may be greater than the increase in Canada. 
Consequently international rates are often raised more than domestic rates and 
the Canadian portion of the international rate is allowed by the Board even 
though the rate of increase is higher than on other rates in Canada. 


Since a joint international rate is one unit, and not divisible at the boundary 
in so far as the shipper is concerned, the whole through rate must be advanced 
in both countries at the same time to keep the international rate on a parity 
with other rates within the United States. If this practice were not followed 
the American shippers would be discriminated against within their own country 
by the lower international rates on shipments to or from Canada. This may 
best be shown by an example: If Canadian railways did not increase their rates 
on lumber from Vancouver to Boston simultaneously with the American rail- 
roads’ increase on lumber from Seattle to Boston, mill owners at Seattle would 
complain of loss of markets and unjust discrimination. Railways in the United 
States, to protect shippers along their lines as well as to protect their own 
revenues, would then withdraw their concurrence in the joint international rate 
from Vancouver to Boston. The rate which would then apply from Vancouver 
to Boston would be the relatively higher one, namely the sum of the local rates. 
Canadian shippers would be out of the Boston market and would be worse off 
than if Canadian railways had advanced their rates exactly as American carriers 
had done. Another, although different example: freight originating in Trois- 
Riviéres, P.Q., destined to Buffalo, N.Y. may be hauled by a Canadian railway 
and delivered to American lines at Montreal, P.Q., Prescott, Ont., or Black 
Rock, N.Y. The through rates by the various routes are now equal. If an 
increase were permitted only on the United States portion of these through rates, 
the increase in cents per hundred pounds would not be the same over the various 
routes because the mileage within the United States differs. The total charges 
and therefore the relationship between the various gateways would be disturbed, 
and the flow of trade across the border thrown into a state of confusion. 


COMPLAINTS AND SUGGESTIONS 


The complaints and suggestions made may be summarized as follows: 

(1) There are many joint international rates in the East and few in the West; 

(2) The Canadian railways’ portion of international rates is too high and 
should be reduced; 

(3) The present level of some international rates is prohibitive and jeop- 
ardizes export trade, particularly in pulpwood; 

(4) The Board permits the increases as a matter of routine, does not hold 
hearings in respect to them and does not exercise sufficient control over them; 

(5) Proportional rates should be established in the West between interior 
points in Canada and international gateways to foster trade with all sections 
of the United States; and 

(6) A closer liaison should be established between the Board and the Inter- 
state Commerce Commission either informally or through a joint international 


board. 
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The Railways expressed the following views: 


(1) That no legislative changes would be effective, because the American 
railways would simply refuse to join in tariffs if the rates were not raised to the 
same level in Canada as in the United States; 


(2) That the rates must be a matter of negotiation between the railways 
involved; and 


(3) That the continuity of joint international rates is necessary for the 
maintenance of this traffic through all gateways. 


The alternative would be to move this traffic on combination rates which 
would not benefit shippers or consignees. 


CONCLUSIONS 


1. No one was able to suggest any legislative remedy which would cure any 
of the complaints, and as far as can be determined all admit the importance and 
necessity of joint international rates to shippers, consignees and railways. 


2. The Board’s present practice of permitting the increases granted by the 
Interstate Commerce Commission to be applied on the Canadian portion of the 
through rate appears to be the only feasible one to follow. To do otherwise 
would mean the withdrawal by American railroads from joint international 
rates. That this is evident is perhaps best illustrated by the fact that Boards 
of Trade in Montreal and Toronto have actually joined in applications to the 
Board favouring this procedure in order to preserve the continuity of inter- 
national traffic. 


3. While the publication of joint international rates between all points in 
Canada and all points in the United States would be most desirable, it cannot be 
brought about by legislation or regulation in Canada for the simple reason that 
American carriers cannot be compelled to join in international rates against 
their will. 


4. Publication of lower proportional rates between interior points in Canada 
and the international boundary on traffic destined to or received from the 
United States would only result in reducing railway revenue in Canada without 
a corresponding reduction by proportional rates within the United States. 


5. The paucity of joint international rates in the West as compared with 
the East is something over which the Board has not and cannot be given any 
effective control by legislation. 


6. Reduction by Canadian railways of their portion of the through rate would 
not benefit Canadian shippers or consignees, but would simply reduce the 
revenue of Canadian railways and thus place a higher burden on other rates. 


7. It does.not appear that the creation of a Joint International Board would 
be either practicable or desirable. This proposal has, in the past, been considered 
by American and Canadian authorities and been discarded by them. No new 
or additional reasons have been advanced which warrant a recommendation to 
set up such a body. 


8. During the discussion of International Rates Alberta proposed an 
amendment to Sec. 338 of the Railway Act which would compel Canadian railways 
to apply to traffic moving wholly within Canada, lower rates corresponding 
to those which might be brought about by the application of a combination of 
rates between two points in Canada on traffic passing through the United States. 
Legislation which would have the effect of having a combination of American 
rates (over which the Board has no control and which are not filed with the 
Board) govern a normal Canadian rate, cannot be recommended. Competitive 
or other conditions in the United States may affect the American rates, but if 
such competitive or other conditions do not exist in Canada, it would not seem 
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proper to have the American rates in such a case act as a ceiling for the Canadian 
rates as Alberta’s amendment proposes. Even within Canada competitive rates 
in one region do not govern non- -competitive rates in another. The complaint 
to which the proposed amendment is directed seems really to arise out of the 
situation in respect to transcontinental rates within Canada. This latter 
problem is dealt with elsewhere in this Report. 


RECOMMENDATIONS 


No legislative amendment is to be recommended with respect to international 
rates or to the establishment of a Joint International Board to deal with them or 
to alter the Board’s present practice in dealing with such rates. 


Sub YBORT AND: IMPORT RATES 


These are Special rates, usually lower than domestic rates, and are made to 
encourage export and import trade through Canadian ports. 


Fundamentally they are competitive because they are designed to place 
various seaports, shippers through these ports and the railways which serve them, 
as nearly as possible on a basis of equality with ports, shippers and railways in 
the United States. 


The Port of New York has many advantages over its competitors such as 
Montreal, Philadelphia and Baltimore, and if the latter ports are to participate 
in foreign shipping, the railways serving them must give shippers along their 
lines favourable rates. After long and bitter rate wars in the past the railways 
agreed some years ago on a system of differentials, which, broadly speaking, 
equalized disasdvantages of various ports as compared with New York. 


The Export rates to Philadelphia are two cents per hundred pounds less 
on freight generally, and one cent less on grain and grain products than the 
Export rates to New York. On this basis New York is content to allow Phila- 
delphia to obtain its “fair share’ of oceanic trade. 


Export rates to Montreal are normally the same as to Philadelphia. Export 
rates through Halifax and Saint John are normally the same as they are to 
New York. The practical effect of the relationship is that normally Montreal 
takes Philadelphia rates which, as stated, are two cents lower generally than 
to Saint John and Halifax, which take the New York rates. Import rates are 
normally made on the Baltimore basis. 


To preserve relationships, rates on export and import traffic are altered in 
Canada in precisely the same manner as export and import rates are altered in 
the United States, and in recent years the normal export rates have been increased 
to New York, Halifax and Saint John, and also to Montreal and Philadelphia, so 
that the two-cent differential relationship is maintained. 


However, the tariff provides that the normal export rates, which it sets out, 
are to be superseded by the domestic rates plus port charges when the sum of 
these latter is less. In such case the domestic rate (plus port charges) becomes 
in effect the export rate. 


Since 1946 rates on domestic traffic within Canada to Montreal have been 
increased less than corresponding domestic rates in the United States. The 
result is that the domestic rates plus port charges on shipments to Montreal 
have become with a few exceptions the export rates to that port. Hence by 
the application of the Canadian domestic rates to that port the differential under 
Saint John and Halifax has become much wider than two cents. 


The Maritime Board of Trade alleged that the two-cent differential over 
Montreal to Halifax and Saint John constituted a qifferential relationship” 
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which was disturbed by the recent increases on domestic rates. It was submitted 
that this relationship should be restored by reducing the export rates to Halifax 
and Saint John so that the differential to these two ports over Montreal would 
be only two cents per hundred pounds instead of 21 cents, as it was for example, 
on Fifth Class traffic from Toronto at the 12th January, 1949. (The Canadian 
and American rates have changed since that date.) 


The railways stated that the lowering of export and import tolls through 
Halifax and Saint John would disturb long standing and mutually satisfactory 
inter-relationships between various ports in Canada and the United States. If 
such rates were lowered the American railroads could and undoubtedly would 
retaliate by withdrawing the joint rates on exports and imports to and from the 
United States via Saint John, Halifax and Montreal. They said such action 
would be prejudicial to Canadian ports generally and to the ports in the Maritime 
Provinces in particular. They pointed out that the situation arising out of the 
differences in increases in domestic rates in the United States and Canada was one 
beyond their control, and this had brought about the greater spread in the rates 
between Montreal, Halifax and Saint John. 


CONCLUSIONS 


1. American and Canadian railways have reached a tacit understanding with 
respect to export and import rates after bitter rate wars, and port relationships 
have been adjusted accordingly. It is well understood by the American railways 
that Canadian railways can use normal domestic rates plus handling charges as a 
basis for export rates and this will incite no retaliation, but if normal domestic 
rates were abandoned for distances east of Montreal of from 500 to 800 miles and 
replaced by an arbitrary of two cents with the intention of diverting traffic to 
Canadian maritime ports (and this is the effect of the Maritime proposal) then 
the agreement of American railroads could no longer be counted upon. The 
result would almost certainly be a rate war in which all Canadian Atlantic ports 
would find themselves in a very vulnerable position. 


2. Rate relationship in export and import rates between ports in Canada and 
the United States developed over a long period of years should not be disturbed, 
and the present practice of the Board in maintaining such relationships should not 
be altered. ; 


3. The increase in the differential between Maritime ports over Montreal 
is not due to a change in port relationships in export and import rates, but rather 
to increases in domestic rates being less in Canada than in the United States. 


4. It is to be observed that the Board in dealing with these rates follows the 
same practice as that adopted by the Interstate Commerce Commission. In the 
recent Canadian increase cases the Board has specifically excepted from such 
increases ‘‘Export and Import rates to and from Canadian ports which are on a 
parity with rates to or from United States ports’. 


No amendment is recommended in regard to legislation governing export 
and import rates. 


9. INTERLINE RATES 


An interline rate is one which applies between stations on the lines of two or 
more different railway companies. As a rule these rates are less than the sum 
of the local rates but more than the rate for the same distance over a single line of 
one company. 


. The justification given for the higher rate is that there are additional clerical, 
switching and other costs when two or more railway companies are involved. 
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The complaints and suggestions may be summarized as follows: 


1. That there are insufficient facilities at interchange points and that these 
should be established at all points where two or more railways serve 
them; 

2. That all interline rates should be on a single line basis; 


3. That railways should be compelled to quote joint interline rates over the 
most direct routes; 


4. That the lack of joint rates makes the resultant combinations in certain 
instances unreasonable; and, 


5. That in some instances joint rates are almost as high as the combination 
of local rates and are therefore excessive. 


The railways’ position with respect to the complaints is as follows: 


1. The establishment of facilities at all interchange points would increase 
the capital costs and operating expenses without significantly assisting 
the public through better service or lower tolls. Essential facilities are 
built whenever the volume of traffic is large enough to warrant the expense, 
and joint rates are then published; 


2. To put all joint rates on a single line basis would reduce the revenue of the 
railways, would be contrary to long and well established rate-making 
practice and would not take into account the additional costs to the 
railways incurred in joint hauls; 


3. To compel the railways to quote joint interline rates over the most direct 
routes might mean compelling a railway to short-haul itself, and would 
also result in the breakdown of some existing single-line rates; 


4. If the combination rates are unreasonable, the Board can order joint 
rates and fix the tolls and determine the route; and, 


5. If joint rates are unreasonable the Board can also deal with the matter. 


CONCLUSIONS 


1. As to provision of facilities, the Board has ample power under Sections 
312 and 313 of the Railway Act to deal with all cases which come before it. Each 
case must be judged on its own merits, and the Board is the proper forum. 


2. Regarding joint interline rates, the Board, under Sections 336 and 337 of 
the Railway Act, has power to order joint rates, to fix the tolls and to determine 
the route, and under Section 325 of the Railway Act the Board has power to 
fix, determine and enforce just and reasonable rates. 


3. The Board has held that if one carrier has a route over its own rails which 
is reasonable and practicable, joint tariffs are not required. The determination 
of matters of this kind should be left to the Board as each case must be decided 
on its own merits and after a careful examination of all pertinent facts. 


4. The question of increased costs for joint hauls is and must be one for the 
Board to decide in each case. Obviously if it costs the railways more to carry 
goods over the lines of two railways than it does over the lines of one railway, the 
companies involved should not be expected to publish a single-line rate. The 
amount of the additional costs, if any, to be added is again a matter for the Board 
to determine in each case. 

RECOMMENDATION 


The proper procedure would appear to be that in any case where joint 
interline rates are charged the burden should be placed on the railways to show 
that additional costs are involved, and that they should be permitted to charge 
joint rates higher than on the single line basis only when they can discharge this 
burden. 
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Section 336 of the Railway Act should be amended by adding thereto: 


‘“‘4. Where the rates in the joint tariff exceed the rates in a single-line tariff 
for the same or similar distances in the same locality the burden of proof 
shall lie upon the companies to show to the satisfaction of the Board that 
there are greater costs involved in the joint movement, and only in such 
case may the rates in the joint tariff be permitted to exceed the rates in 
the single-line tariff.”’ 


10. DEVELOPMENTAL RATES 


The only proposal made in regard to these rates was by the Province of 
Alberta which proposed that the following new Section be added to the Railway 
Act: 

“The Company may, for the purpose of assisting an industry or of developing 
traffic which otherwise might not exist, establish tolls lower than the tolls for traffic 

of the same description: Provided that such lower tolls shall not remain in effect for a 

period of more than three years without the approval of the Board, and the Company 

shall have the right to cancel or amend such lower tolls at any time.” 


The Railway Companies objected to the proposed amendment in their 
briefs and argument. The Canadian National Railway brief states: ; 


“The Canadian National considers that the matter of publishing special rates to 
assist or develop industry should be left to the discretion of the Railways and that 
there should be no restrictive or mandatory legislation in this regard. This method 
has proven satisfactory in the past and there seems no reason why it should not work 
satisfactorily in the future.” 


Counsel for the Canadian Pacific Railway Company said: 


“Canadian Pacific is opposed to the proposed legislation, because it would permit 
preferential rates to new industries and the imposition of unjustly discriminatory 
rates on existing industries and cause industrial dislocation and wasteful transportation 
services. Under the proposed legislation the revenue position of the Railways would 
also be adversely affected.” 


CONCLUSIONS 


Developmental rates are usually initiated by action of the railways who 
grant a special commodity rate to new industries or to existing industries which 
are developing new lines of traffic. In these cases care is said to be taken by the 
railways to ensure: (a) that all such rates are compensatory, and (b) that all 
industries are treated on the same basis of equality to prevent charges of unjust 
discrimination or undue preference. There does not appear to be any objection 
to this practice. Nobody suggested that developmental rates were non-com- 
pensatory or that the railways were practising discrimination by the use of them. 


There is, therefore, no reason to discourage the present practice nor to 
recommend legislative restrictions upon it. The initiation of these rates should 
be left with the railways. 


Dy Vad ol 


These are rates which are limited by a date of expiration in the published 
tariff. They have been used by the railways to meet two dissimilar situations: 
first and principally, as seasonal water and truck competitive rates, and second, 
as a concession to particular traffic such as seed grain and livestock for exhibition. 


Complaints were made in regard to expiry rates granted as a concession, 
which are continued from year to year, over a long period of time and then allowed 
to expire suddenly, whereupon the higher normal rates become effective. This 
is said to create hardship because shippers have come to regard these rates as 
permanent in character. 
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It was contended that while these expiry rates might be made subject to 
general freight rate increases, they should not otherwise be altered without an 
order of the Board after a public hearing. 


The railways contended that, because of financial needs, they had been 
forced to raise all rates, including these expiry rates, and that the adoption of 
restrictive measures in regard to these rates would unduly hamper them in 
maintaining a proper and necessary flexibility in the making of rates. 


CONCLUSIONS 


The very nature of these rates is that they are to begin at a certain date and 
terminate at another. If the expiry date set out in the published tariff is to be 
considered ineffective and the rate is to remain in force until otherwise ordered 
by the Board, the railways, in granting such a rate, would be putting the period 
of their duration out of their own hands. Such a state of affairs would not be 
conducive to the granting of these rates which no doubt are beneficial to shippers. 


There is no useful legislative amendment to be recommended in this matter. 


too eh Lee Ge re) Unc N Ge 


When rates to or from all points within an area from or to a point outside 
that area are identical that area is said to constitute a rate-group. Clarity de- 
mands that each of four types of rate-group should receive separate consideration. 


The first type exists when rates are fixed in blocks of a number of miles. 
Grouping of this sort avoids a multiplicity of point to point rates and isa common 
feature of a rate structure. It is consistent with proposals for uniform rate scales 
throughout Canada which have been discussed elsewhere. Blocks are usually 
short when the length of the haul is short, and long when the length of the haul is 
long. The technical difficulties involved in this type of grouping are not of 
concern here. 


The second type is compelled by carrier competition, usually that of a 
carrier by water. As competition is a recognized exception in any plan for uni- 
form rate scales, provided the rules, if any, applying to competitive rates are 
met, this type of rate-group presents no special difficulties. 


The third type is created for other purposes. For example, if an industry 
is diffused throughout an area, it may be considered desirable to treat all com- 
petitive enterprises engaged in that industry alike when quoting rates to or from 
points outside that area. 


The fourth, a variant of this type, éxists when adjacent territory not itself 
affected by carrier competition is included for convenience in a group designed 
primarily to meet such competition. 


It is with rate-groups of the third and fourth types that submissions made 
to this Commission have been concerned. Proposals for uniformity might 
outlaw rate-groups of these types or might make express exception for them. 
If they are permissible in the future, as they have been in the past, they will 
inevitably be demanded from time to time in various regions, on the ground 
that concessions made in one part of the country should, under appropriate 
conditions, be made in all parts. Two cases of this sort were referred to by counsel 
for the Province of Alberta. 


Alberta asked that rate groups be established in Western Canada; that 
Magrath, Taber and Lethbridge be grouped together for the purpose of making 
the rates on canned goods to Edmonton, and that Calgary, Red Deer, 
Alix and Edmonton be grouped for making rates on butter to Eastern Canada. 
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It is alleged that the method of making one large group (the Montreal-Windsor- 
Sudbury group) in the East, while refusing to make groups in the West, is a 
discrimination against the West. 


Prince Edward Island is generally divided into two zones for rate-making 
purposes: an inner zone extending from Borden to Summerside and Charlotte- 
town, and an outer zone comprising stations on the lines on both sides of the 
inner zone. The provincial government asked that one zone be established for 
the whole province. It would be most desirable to have this request complied 
with. 


New Brunswick, on the contrary, asked that the Minto coalfields in that 
province be grouped separately from those in Nova Scotia. 


In Western Canada the rates on butter and on canned goods are based on 
the class rate groupings, and these rates apply from point to point within 10 or 
25 mile blocks depending upon the length of haul. 


With respect to Prince Edward Island, the Board of Transport Commis- 
sioners now has under consideration an application for the consolidation into 
one zone of the two now in existence on the Island, but this application has not 
been set down for hearing. 


The Minto coalfields in New Brunswick are already grouped separately 
from those in Nova Scotia and the complaint was made under a misappre- 
hension. The rates from Nova Scotia are water competitive and therefore ap- 
proximate the revenue per ton of the Minto rates, thus causing the complainants 
to believe that the rates were grouped together. 


The Province of Alberta suggested that the freight rate structure should 
recognize the principle of rate-groups, i.e. the principle of establishing common 
rates from the same production area to common market points. No particular 
legislation was asked for. 


CONCLUSIONS 


1. The submission of the Province of Alberta is, in substance, that any 
plan for the equalization of rates which the Board of Transport Commissioners 
may approve, should permit of exceptions being made for rate-groups designed 
to place all competitive enterprises within some suitable area on an equality in 
respect of the freight rates charged for transporting their products to points 
outside the area. There is no legislative enactment forbidding the formation of 
such rate-groups, and Order in Council No. 1487 does not suggest that they would 
be inconsistent with the revision of the rate structure contemplated by it. Rate- 
groups of this type inevitably involve some marked discrimination against points 
immediately outside the area which they comprise. They are, therefore, best 
suited to areas with clear-cut natural boundaries. The purposes which this kind 
of rate-groups could serve can be achieved to some extent by other methods, 
which may well be better suited to the actual conditions of Alberta. 


2. As has been pointed out in discussing competitive rates, it does not appear 
that publishing a competitive rate from an area where carrier competition exists 
would require the establishment of the same rate from a neighbouring area 
where no competition exists. 


3. The Royal Commission on Coal which investigated the position of the 
producers in the Minto field in 1946, advised them to discuss their complaints 
with the railways and, if necessary, pursue them before the Board. No evidence 
was submitted that this had been done. 


4. The use of 766 miles, which is the Edmonton-Vancouver distance via 
the Canadian National Railways, for fixing the export grain rates from the 
Prairies to the Pacific coast, is not regarded as a “constructive mileage’. It is 
in fact an approximate average of the distances from Calgary and Edmonton to 
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the Vancouver and Prince Rupert port areas. |. No one complained about this 
method of computing the westbound export grain rates, and there appears to be 
no:reason to change it. This is mentioned in order to make clear that the general 
recommendation against the use of ‘“‘constructive mileages’’ is not intended to 
apply to this situation. 


RECOMMENDATION 


No legislation is recommended on the subject of rate-grouping; but it is 
suggested that the situation which has led to the demand for larger rate-groups 
may be one which the Board can deal with by the use of a uniform scale of rates 
involving distance grouping, including, in the case of very long hauls, large rate 
groups of 100 or even 200 miles in extent, in addition to the rate groups of 10, 
20, 25, 40 or 50 miles which now exist for shorter distances. 


13) TAPERING: OF} KREI@H TS RAs 


The progression of freight rates in regard to distance is one of the most 
important factors in the rate structure. It is also one of the most difficult and 
technical matters in the fixing of rates. The tapering of rates is the process by 
which rates mile for mile are less for longer than for shorter distances or rates 
per ton-mile decline as mileage increases. 


As already pointed out, transportation in Canada requires the movement 
of traffic interprovincially, and even within a province, for great distances. 
A haul of 4,506 miles is possible between two points on one railway in Canada 
(between St. John’s, Newfoundland, and Prince Rupert, British Columbia).* 
The average length of haul of traffic between Eastern and Western Canada is 
in the neighbourhood of 1,800 miles. The average haul of all traffic on the 
Canadian railways in 1949 was over 400 miles per shipment. In the United 
Kingdom in 1948 it was only 72 miles. 


The tapering of rates is of special interest to the Western Provinces, as 
they are an immense area stretching 2,000 miles from Port Arthur, Ontario, to 
Prince Rupert, British Columbia. Since the Western Provinces are largely 
dependent on rail transportation the tapering of freight rates for these long 
distances is of great concern to them. 


Another part of the same problem, also of great interest to the West, is the 
tapering of rates in relation to the freight classification. There are ten broad 
classes in the freight classification, the highest valued goods being included in 
the first class and the lowest in the tenth class. The grading of the freight rates 
in a descending ratio from first to tenth class is of special interest to Western 
Canada, because a large volume of shipments of their basic products is comprised 
within the lower classes. It is therefore of great concern to them, for illustration, 
whether the tenth class rate is 30 per cent of the first class rate, or 25 per cent. 


It should be noted in reading the following paragraphs that the term “‘rapid”’ 
or ‘‘greater’’ tapering of rates means that the rates for longer distances are rela- 
tively lower; on the contrary ‘“‘low”’ or “‘less’”’ tapering results in higher rates for 
the longer distances—in other words, the rates do not ‘“‘taper off’ so rapidly 
as other rates. 

The principal complaints were made with respect to the “class” rates, i.e. 
rates which are made subject to the ten classes of the Canadian freight classifica- 
tion. Other complaints, however, were made with respect to the tapering of 
“commodity” rates, which are special rates lower than the class rates given on 
certain specific articles. 


*Tncluding 100 miles by sea. 
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The complaints and suggestions may be summarized as follows: 


1. That in constructing a new uniform rate scale for the whole of Canada, 
the tapering of the class rates which exists in Western Canada is preferable 
to the tapering of class rates in Eastern Canada. 


2. That the class rates on traffic moving between Western and Eastern 
Canada have a distorted scale of tapering, with the result that these 
through rates are higher than if the tapering now used locally in Western 
Canada were extended through to the East. 


3. Saskatchewan and Alberta complained that the ‘‘terminal’’ class rates 
between those provinces and the head of the lakes on both eastbound 
and westbound traffic do not taper off as rapidly as between Manitoba 
and the head of the lakes. 


4. The Western Provinces complained that some ‘‘commodity”’ rates do not 
taper sufficiently as distance increases. 


The Canadian Pacific in connection with its proposals for equalization of 
rates submitted that the relationship between the classes (i.e. the tapering from 
first class for classes two to ten) should be established on the following basis: 


“Tt is proposed that the following relationship shall be established: 


Pivst Glassen cs atin. 100% pore IN OLE SE baseless 40% 
POCONO AASS . oes sine Gn 85% EVEN CLASS. tke ee 30% 
4) eye Be ET salen deere i caps 70% TSU GBS ewe ee ce 35% 
Fourth Glass kee kia: oY, Ninth Glass ioe) ats en 40% 
Batt, Clase: ee i) 45% (lent lass Siw. aes 30%” 


With respect to tapering for distance the Canadian Pacific said: 


“The third step is to work out the appropriate rate of taper due to distance. 
This will probably be done by applying to the equalized first class rate a minimum for 
distances of 40 miles and less and by adding amounts for each five-mile block up to 
and including 100 miles; for each ten-mile block up to and including 500 miles; and for 
each twenty-five mile block up to and including 3,000 miles. 

“After study it was not found practicable to take the average rate of taper of the 
existing Eastern and Western standard mileage scales. Neither is it deemed fair, 
as suggested by Alberta in its brief, to accept the rate of taper in Western territory 
as the rate of taper on the equalized scale. This is because the rate of taper on the Prairie 
standard scale is much sharper than in the Eastern standard scale.” 


It will be noted that in the Canadian Pacific proposal classes six and nine 
are the same, and seven and eight likewise. There does not seem to be any 
object in making different numbered classes with the same rates. 


CONCLUSIONS AND RECOMMENDATIONS 


A suitable rate of tapering for the entire country should be an integral part 
of a uniform class rate scale. 

The progression of the scale must, of course, be properly constructed, both 
as to (1) tapering for the longer distances over the shorter distances and (2) 
tapering, or relationship, between the classes. 

From what has been said herein, it is obvious that these two conditions should 
not be combined to produce the compound reduction which would occur by 
adopting (1) the most rapid tapering for distance and (2) the most rapid tapering 
between the classes. The effect of such a combination would tend to be unduly 
prejudicial upon railway revenues. 

It therefore appears that there should be incorporated in the new scale a 
compromise between the higher western rates with their more rapid tapering 
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of classes, and the lower eastern rates with their less rapid tapering. A scale 
based on such principles would eliminate the anomalies to which attention has 
been drawn. 


No legislation is required to bring about these results. The general freight 
rate investigation which the Board is now conducting will include the question 
of the tapering of rates and classes. 


14. STOP-OFF PRIVILEGES 


Railway companies have voluntarily provided certain stop-off privileges on a 
number of commodities. Such arrangements have been considered as concessions 
to meet special circumstances in the case of certain movements of traffic. 


The origin of the privilege in Canada is to be found in the handling of the 
grain crop of the Western Provinces. The stop-off privilege for milling grain in 
transit was inaugurated primarily for the purpose of encouraging the milling 
of grain and the establishment of industries for the preparation or manufacture 
of by-products in Western Canada. 


The object of the privilege is to enable the shipper to have his goods stopped 
in transit at some point to be milled, stored for inspection, branded, sorted, 
cleaned, etc., and to be reshipped from that point; but instead of being subjected 
to two local rates, the goods are carried at an ultimate through rate plus a charge 
for the stop-off. Apart from this object the stop-off privilege would have no reason 
to exist. 


These concessions have been extended and today the tariffs of railway com- 
panies in Canada provide for stop-off privileges at specified points, in the follow- 
ing cases among others: 


Apples for storage and inspection 

Butter for storage, inspection and re-shipment 

Canned goods for completion of load 

Cheese for storage, branding or inspection and re-shipment 
Lumber for dressing, drying, re-sawing, sorting and re-shipping 
Eggs for storage, inspection and re-shipment 

Grain for milling, cleaning, bagging, etc. in transit 

Living poultry for completion of load in transit 

Livestock for completion of load in transit, and 

Potatoes for bagging, sorting and re-shipment. 


It will be observed that these privileges apply in most cases to the move- 
ment outbound from the producing centres to the large wholesale or manufacturing 
markets or for export. 


Prior to 1919 applications involving the question of stop-off privileges were 
dealt with upon the basis of whether or not the granting of such privileges in 
some cases, and the withholding in others, constituted unjust discrimination 
within the meaning of the Railway Act, and the Board held that it was entirely 
within the discretion of the railways to grant or withhold stop-off privileges, 
and that it was without jurisdiction to direct that the privilege be given unless 
unjust discrimination were established. In the Railway Act of 1919 clause (e) 
was added to sub-section (1) of Section 312. This clause provides that the com- 
pany shall, according to its powers, ‘‘furnish such other service incidental to 
transportation or as is customary or usual in connection with the business of a 
railway company, as may be ordered by the Board”’. 


The Board has held that clause (e) of sub-section (1) of Section 312 has not 
extended its jurisdiction by empowering it to compel railway companies to grant 
a stop-off privilege where no unjust discrimination had been shown to exist, and 
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that the arrangement was wholly a privilege and not a right. A shipper to bring 
himself within said clause (e) must show that the service he is applying for is a 
customary or usual service in connection with the business of a railway company. 


In the case of Western Livestock Shippers Association versus C.P.R. and 
C.N.R., 51 C.R.T.C., page 321, the Board said “‘the granting of transit privileges 
is a managerial prerogative’ and the Board’s intervention is limited to any 
remedial action ‘‘necessary to remove unjust discrimination or unreasonableness’’. 


The complaints made were: (a) that there are too few of these privileges; 
(b) that they are only granted in the discretion of the railways; and (c) that, 
as the Board has no power to equalize economic conditions, there is no appeal 
to the Board when a railway refuses to grant a new stop-over arrangement proposed 
by a shipper, except on a showing of unjust discrimination on the ground that 
some other shipper of similar goods has received the privilege. 


The complaints with respect to this matter came from shippers in Manitoba 
and Alberta. One processing firm in Winnipeg complained that it should havea 
processing-in-transit privilege on fresh eggs to be shelled and frozen-in-transit. 
The Southern Alberta Sheep Breeders Association contended that there should 
be a stop-off arrangement for completion of carloads of wool in transit. It was 
claimed that wool is now shipped in less-than-carload lots to concentrating points, 
where a sufficient quantity is accumulated for a carload. The privilege suggested 
in this case is that a car be started at some point with a partial load, and stopped- 
off at one or more other points to pick up additional small quantities until the 
car is filled. 


The position taken by the’Province of Alberta is summed up in a statement 
of its Counsel as follows: 


“The present situation with regard to stop-off and in-transit privileges is that, 
subject to the power of the Board to remove discrimination, it is the prerogative of the 
railways to grant or refuse these privileges. 

“Today, if a shipper seeks either of these privileges he must go to the railway and 
ask for it. If the railway refuses to grant the privilege, the shipper has no recourse to 
the Board on the ground of the reasonableness of his request. The Board has said 
that such a matter is the railways’ business and if they say no that is the end of it. 

“We want that situation changed. We believe that there should be recourse 
beyond the refusal of the railroad. We ask this Commission to recommend that the 
Board of Transport Commissioners be required to decide, on the basis of reasonableness, 
the application of any shipper for a stop-off or an in-transit privilege; the application 
tor such privilege having been first made by the shipper to the railways and refused by 
them.” 


CONCLUSIONS 


The reasons for the establishment of stop-off (or in-transit) privileges are 
stated above, and it must be borne in mind that these privileges are concessions 
made by the railways. 


To carry out the proposal suggested by Alberta would lead to the intro- 
duction of claims for further stop-off privileges on the grounds of analogy to 
existing cases and in turn to reductions of revenue to the railways. It is presumed 
that the railways are competent to determine what stop-off privileges are in 
their interests and it would be dangerous to permit the Board to compel them to 
act against their interests and to commit them to indefinite losses. 


15. RATES GRADUATED, ACCORDING TO. VALUE 


Rates which vary with the price of an article at any given time are rarely 
found in the Canadian freight rate structure. The principal rates of this kind 
are on ores of antimony, copper, gold, lead, molybdenum, silver, zinc and mica, 
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which are classified in the Canadian freight classification as 7th Class when the 
declared value does not exceed $100 per ton. For a distance of 100 miles the 7th 
Class rate was 20 cents per hundred pounds (or $4.00 per net ton). 

Mining companies claimed that this rigid classification was unsatisfactory 
and an agreement was made for special commodity rates in British Columbia 
which were graduated in accordance with the following table: 


Not exceeding Rate for Not exceeding Rate for 
the Value 100 miles the Value 100 miles 
per ton of (Per net ton) per ton of (Per net ton) 

Hired $1.60 $ 50 $3.00 
10 18:70 60 3.30 
15 1.80 70 3.60 
20 1.90 80 3.90 
23 240 90 3.90 
30 2.50 100 3.90 
AO 2 iA() 


The values are ascertained by smelter assays based on the selling prices of 
the metal at the time of out-turn from the smelter. 


The only complaint with respect to this matter came from the Mining 
Association of British Columbia which contended that originally this tariff 
pricing method may have had merit but that the increased prices of metals, 
coupled with the 21% increase (now 45%) had caused a double increase and that 
“the mines of British Columbia appear to be paying a greater share of transporta- 
tion charges than is just and reasonable, compared to what other shippers are 
paying’. 

The association, therefore, asked that the ‘“‘escalator clause’? be removed 
from the tariffs. 

_ The position of the railways is that they need not have charged less at any 
time than the 7th Class rate as fixed by the Board; that they gave the reductions 
originally to help the mining industry in times of low prices; that the industry 
had enjoyed such benefits for many years; that when prices of metals increase 
it is only equitable that the shippers should pay rates in accordance with such 
increased values, and that even with the 21% (now 45%) increase, the increased 
value of the ore was much greater than the relative increase in freight rates. 


CONCLUSIONS 


Presumably the rate would revert to the 7th Class basis (unless otherwise 
ordered by the Board) if the escalator clause providing for lower rates on ores 
valued at less than $100 per ton were cancelled; it does not appear therefore that 
such cancellation would help the mining industry. 

The percentage increase in freight rates on the rate for 100 miles on ore 
originally valued at $25 per ton, which is now valued at $50 per ton is as follows: 


Freight Rate Freight Rate 
at $25 per ton at $50 per ton 
Original .Rate.\: 6... $2.10) per; ton $3.00 per. ton 
Pier ecuales 4... 2 Ot ee cola ake dehy 
Plusr2OG GG: honiwcsh.. .i £3:05 wna. 110s: $4 36y duttoas 


The total compound freight rate increase is therefore $2.26 per ton (i.e. 
from $2.10 to $4.36) compared with an increase of $25 per ton in value of the ore. 
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The complaint in reality is that the present rates are unreasonable. The 
adjustment of alleged unreasonable rates is a matter entirely within the functions 
of the Board. The mining association at the time of the hearing had neither 
taken their complaint to the Railways nor to the Board. Information obtained 
since the complaint was made shows that one mining company submitted a 
case to the Board on the ground that it could not continue to mine ore and ship 
it at the existing railway rates. As a consequence, the railway jointly with the 
mining company made an agreement which resulted in a general adjustment 
of the rates and the case was withdrawn from the Board. The agreement, however, 
still operates with an escalator clause. 


16. INDUSTRIAL LOCATION 
(Critical Relationship of Freight Rates) 


Industries are usually located at points which are considered by those who 
establish them to be the best location having regard to sources of raw material, 
water and power supply, labour and markets. The availability of transportation 
and the level of freight rates have a definite bearing upon location. This subject 
in its broad aspects would require lengthy treatment. It is dealt with here only 
in the one concrete form in which it was presented to the Commission, viz. the 
presentation made by Counsel for Alberta. 


Alberta contended that the relationship between the rates on the raw material 
and the finished product should be such as not to discourage the location of pro- 
cessing plants near the source of production of the raw material. 


In the submissions made by that Province there were several examples 
given of rate relationships which it was alleged discourage ‘‘producer location’’. 
The example with which Alberta is most concerned is relationship between rates 
on live cattle from Alberta to Vancouver, Winnipeg, Toronto and Montreal on 
the one hand and those on packing-house products from Alberta to the same 
points on the other. It is alleged that the rates on livestock are low in relation 
to the rates on the finished products, and this encourages the shipment of the 
livestock and discourages the processing in packing plants at Calgary and 
Edmonton. 


Alberta referred to a relationship in freight rates which would not discourage 
producer location as the “‘critical’’ relationship, one which, if properly balanced, 
would be neutral in its effect upon the location of industries. 


The Province maintains that the Board of Transport Commissioners should, 
in fixing rates, take into account this critical relationship, but that it does not 
do so. 


Alberta asks that the Railway Act be amended to provide that the Board 
shall upon the application of an interested party establish rates on raw materials 
and processed products so that the relationship between the two shall not per se 
hinder the processing of the raw material at or near the point of production of 
such raw material. Alberta’s proposed amendment is as follows: 


“Section 321A 


The Board shall, upon application by an interested party or parties prescribe or 
direct the company to establish tolls on raw materials and tolls on products made in 
whole or in part from such raw materials, in such manner that the relationship between 
the tolls on raw materials and the tolls on products made therefrom shall not per se 
hinder the processing, manufacture or other conversion of such raw materials at or 
near the point of production of such raw materials: Provided that the onus shall be 
upon the applicant to satisfy the Board that the existing relationship between the tolls 
hinders per se the processing, manufacture or other conversion of such raw materials 
at or near the point of production of such raw materials.”’ 
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The cause of the complaint in the example of livestock and meat products is 
said to be the low rates on livestock resulting from a reduction made by the rail- 
ways in 1921 to assist the livestock industry in that trying period. The rates on 
processed products were not similarly reduced at that time. The railways recently 
filed tariffs which were to have become effective October 2, 1950, putting an 
end to the reduction. Complaints against this intended increase were immediately 
filed by many organizations in the West including the Governments of the Prairie 
Provinces. Public hearings were held and the Board granted the increase which 
was made effective from December 15, 1950. This increase was unwelcome to 
the western livestock industry, but it diminished the imbalance between livestock 
and meat tariffs. 


The Board has considered the question of relationship between rates on raw 
material and finished products on previous occasions. The Board’s views in the 
matter were clearly stated in the case of Alberia, Saskatchewan et al v. C.P.R. 
and C.N.R. reported in (1928) 18 J.O.R. & R. 356. The chief commissioner in 
that case, in referring to the contentions made by the western packers, Gainers 
Limited, that there should be a constant relationship between the rates on live- 
stock and packing-house products and hides from Edmonton eastbound to To- 
ronto, Montreal and Chicago and westbound to Vancouver and Seattle, said: 


“While I am not convinced of the necessity, nor indeed the propriety, of establish- 
ing a percentage relation between these two sets of rates, nevertheless it is not difficult 
to see that a condition could arise in which special rates on livestock being accorded 
to eastern packing companies, would operate to the disadvantage of western packers 
in marketing their finished products in competition with eastern packing houses.” 


He went on to say: 


“The equalization above contended for would involve a rearrangement whereby 
the combined rates on livestock in, and on meat and packing-house products outward, 
would produce through transportation charges equal for all Canadian packers. As a 
matter of tariff construction this would seem to be impracticable, and would resolve itself 
into an attempt to create such a condition regardless of the reasonableness of the rates 
per se, or of the anomalies that would be created.” 


It would appear from the foregoing that the Board has considered the matter 
and has recognized the very problem raised by Alberta, and felt, at least in 1928, 
that there were serious difficulties involved in fixing a definite relationship 
between the rates on raw materials and finished products. 


On its face the amendment poses numerous practical difficulties, for example: 
(1) when is a product a ‘‘finished product’’? A finished product to one producer 
may not be ‘“‘finished”’ to another, e.g., rough lumber may be a finished product 
at a sawmill but may be the raw material for a woodworking plant; is there to 
be a critical relationship established in each case? (2) How is one to determine 
whether or not the relationship between the rates ‘‘hinders’’ or ‘‘discourages’’ the 
processing of the raw material at or near the source of production? It might 
hinder or discourage one producer but not another. (3) What will constitute 
“at or near the point of production” ? The relationship might hinder production 
at one point and not at another which was ‘“‘near’”’ but not ‘“‘at’’ the point of 
production. 


The difficulties are pointed out, perhaps as aptly as possible, in the case of 
John Morrell & Co. v. New York Central Railroad 104 I.C.C. at page 138 where 


Commissioner Hall said: 


“T am not persuaded that rate relationship between live animals and the various 
products of animals can be based on fact. A mixed carload of fresh meats, all moving 
at the same rate, may contain beef, pork, mutton, veal, and lamb cut from animals 
which when living moved at different rates. Still less can glue, fertilizer, bristles, hair, 
hides, pelts, wool, leather, ham, bacon, lard, soups, and neat’s foot oil—to name but a 
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few of the hundreds of articles which move in commerce and once formed part of the 
live animal—be assigned rates which bear any necessary or appropriate relationship 
to rates on the live animal. Many of them are more closely related from a transporta- 
tion standpoint to commodities not of animal origin. Instead of saying here, as we 
said in the Sinclair Case, that fixed relationships are desirable but we are not in a 
position to fix them, we may better get back to the solid ground on which we stood 
in Investigation of Alleged Unreasonable Rates on Meats, 22 I.C.C. 160. There we 
were asked to so adjust rates on livestock, fresh meats, and packing house products 
that the combined in and out transportation charges at the different localities would be 
equal, and our answer was: 


“Hach one of these rival packing houses is entitled to a reasonable rate upon the 
live animal from various points of production, and those rates should be fairly related 
one to another. Each packing house is also entitled to a reasonable rate upon its product 
to various markets of consumption, and these rates, again, should be fairly adjusted 
with reference to one another. Any locality which remains at a disadvantage after 
this has been done must sustain that burden, which is due to its location with respect 
to this business.” 


CONCLUSIONS 


There seems to be no doubt that the Board of Transport Commissioners has 
the power to deal with the kind of cases put forward by Counsel for Alberta as 
effectively as the Interstate Commerce Commission has done in similar cases. 


No useful amendment to the Railway Act can be recommended. 


li COS TORTS EIR GD oh TUNG LEI 


The Province of British Columbia submitted that rates should be fixed and 
determined more closely to a cost of service basis than to the value of service 
basis. The province suggested that rates should be based on the average cost of 
providing the service throughout Canada but without making any allowance for 
regional differences in costs. Under its proposal rates might vary from one class 
or commodity to another but only because of differences in costs based on the 
type of equipment used, the weight of the contents per car, whether it is loaded 
or unloaded by the shipper or consignee or employees of the railway, and the 
amount of special services performed, for example, refrigeration. It was conceded 
that rates might be varied because of competition. 


Counsel for the province stated: ‘‘We have at no time suggested that the 
cost of service principle should be applied rigidly and we have not done this 
simply because of the difficulty of determining costs with accuracy and because 
also it would seem not unreasonable to assume that the mark-up on costs, or in 
other words the profit, would vary somewhat from one class or commodity to 
another.”’ 


The province proposed an amendment to Section 325(5) of the Railway Act 
so that it would read as follows: 


“Notwithstanding the provisions of Section 3 of this Act the powers given to 
The Board under this Act to fix, determine and enforce just and reasonable rates 
um relation to cost of service and to change and alter rates, etc.”’ 


The only change proposed in the Section is the insertion of the words in 
italics. 


Counsel agreed that there were several difficulties in the way: (1) the defini- 
tion of the words “‘cost of service’ (which does appear to be a difficulty of a 
fundamental nature); (2) the difficulty of applying the principle to low density 
lines—‘‘The factor of density does make it more difficult to apply this principle.” 
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CONCLUSIONS AND RECOMMENDATIONS 


The proposal submitted by British Columbia has not been shown to be a 
practical one. The amendment is expressed in terms which might have a more far- 
reaching effect than appeared to be in contemplation by Counsel. It might, 
indeed, lead to much higher rates than at present being charged on low-valued 
primary commodities. It is important that these rates should be kept relatively 
low. Shippers have come to depend upon them and it would be a dangerous 
experiment to upset the present value of service principle in favour of the untried 
cost of service principle. The proposed amendment cannot be accepted. 


18. REPARATIONS 


While the Railway Act provides penalties for departures from tolls in the 
published tariffs, it does not authorize the Board to order reparations to be paid 
by the railways if they have received tolls which the Board has subsequently 
found to be unreasonable. Reductions ordered by the Board apply only to future 
shipments when the reduced rate comes into effect. 


In the United States under the Interstate Commerce Act, the Commission 
is authorized in certain cases to order a refund to the shipper when a rate which 
has been in effect is subsequently found by the Commission to have been too 
high. 

The Canadian Manufacturers’ Association and others made submissions 
recommending an amendment to the Railway Act which would empower the 
Board to order railways to refund to shippers the difference between rates actually 
paid and the amounts which the Board subsequently found to be reasonable tolls 
for the service performed. The proposal would compel the Board to examine 
particular tolls upon complaint in order to ascertain whether they were unreason- 
able (although legal) at the time they were charged. 


In the final argument the three Prairie Provinces and the railways opposed 
the amendment. The Provinces opposed it on the ground that, generally speak- 
ing, the consumer who buys the article from the shipper or consignee has paid the 
freight as part of the purchase price, and that therefore any reparations allowed 
would benefit the shipper or consignee only, who has already collected the 
higher toll when selling the article to the consumer. The railways in opposing 
the amendment said that (a) it is unnecessary; (b) refunds are always promptly 
made if by mistake the shipper is charged more than the legal rate; (c) reparations 
are in essence legal rebates and subject to abuse; (d) in the United States where 
the practice exists there are reparations claims now outstanding of amounts so 
great (in excess of two billion dollars) that they would, if allowed, imperil the 
financial stability of the railways, and (e) it would be unfair to have reparations 
work only one way, i.e. the railways say their rates have not been high enough, 
yet they have no claim for reparations against shippers. 


CONCLUSIONS AND RECOMMENDATIONS 


There is no evidence to warrant a recommendation for the adoption of the 
practice of granting reparations in Canada. 


The importation of such a practice into our railway law would not bea 
beneficial one. There is no room in our rate structure for the imposition of 
something which virtually amounts to retroactive rebates. There would be a 
danger of great instability in the whole mechanism of our rates if such a practice 
were instituted in Canada. 


No change is recommended in the existing law or practice. 
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19. MIXING RULE 


The Mixing Rule (Rule 10 of the Classification) enables a shipper in the 
East to obtain a carload rate even though the goods making up the carload are 
in various classes. In the West, however, a shipper may obtain a carload rate 
only if the goods are listed in the classification under the same distinctive heading. 
Distinctive headings refer to various trade goods and the following is an example 
of the working out of the differences between the application of the Rule in the 
two territories: Groceries of different classes may be mixed together in the same 
carload both in the East and in the West; and in the East groceries may be mixed 
with hardware in carloads, but in the West hardware may not be mixed with 
groceries at carload rates. 


The Mixing Rule is described as restricted in the West and wide open in the 
East. This distinction has existed since 1904. 


Many submissions have been made urging that there should be a uniform 
Mixing Rule for general application throughout Canada. There was practical 
unanimity in the submissions (save in the case of some wholesalers in the West) 
that conditions have changed and that therefore differences in treatment are no 
longer justified. 

The attitude of the railways may be summed up as follows: the Canadian 
National favours ‘‘a uniform Mixing Rule for general application throughout 
Canada’’. The Canadian Pacific adopts a neutral attitude and says that the 
Board should decide after hearing all parties. 


CONCLUSIONS AND RECOMMENDATIONS 


There should be uniformity of mixing privileges throughout Canada. It is 
lack of uniformity in things of this kind that leads to regional claims of differences 
in treatment. This should be avoided whenever possible. 


It is recommended that the Board, in its general investigation of the rate 
structure, consider the adoption of a uniform Mixing Rule of general application 
throughout Canada. 


No legislative amendment is required. 


20% THE *FREIGH I) GuAsSsibiICATION 


The Canadian Freight Classification divides or classifies all articles which 
may be carried by the railways into ten broad classes. The articles in each 
particular class are grouped together because of some common characteristic, 
such as value, bulk, and susceptibility to damage. The first class bears the 
highest rate and the tenth class the lowest rate; other classes are graded roughly 
in varying percentages below the first class. 

There are also some articles which are classified as ‘‘multiples of first class’, 
e.g. double-first class (meaning twice the first class rates). The volume of traffic 
under these items is so negligible, however, that the classification is ordinarily 
referred to as containing 10 classes. 

The present classification is uniform throughout Canada, and has been since 
about 1884, except (a) for the ratings applied on traffic carried in mixed carloads 
(this matter is dealt with elsewhere) and (b) for the White Pass and Yukon 
Railway which owing to special circumstances has a special classification called 
“The Northern Classification’’. 


The main complaints were: 


(a) that there is an insufficient number of classes in the classification; 


(b) that the present classification is outmoded due to changed conditions 
and circumstances; and 
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(c) that there are too many special freight tariffs on commodities taken out 
of the class rate tariffs so that in respect to these the classification 
means nothing. 


There were also specific complaints that certain articles are wrongly classified, 
and such complaints were supported by comparison with the classification 
accorded to other articles. 


The main remedies proposed were: 


1. That additional classes should be provided lower than the current 10th 
Class. 


2. That all classes should bear a fixed percentage of the first class which 
would be designated as Class 100. For example, third class would always 
be 70% of the first class and could be called Class 70; 10th Class might 
be 30% and would be called Class 30; low grade articles which are now 
published in special commodity tariffs would have classes established 
lower than Class 30, for example, Class 25. 


3. That there should be a complete revision of the entire classification 
which would take into account changed circumstances and conditions, 
especially with respect to values of goods. 


CONCLUSIONS 


It has been demonstrated that there are anomalies in the classification, 
arising out of changed circumstances and conditions and particularly values. 
For instance, some articles, considering their present-day values and character- 
istics, are classified too low and could yield more revenue to the railways; con- 
versely other articles, considering their value, lack of susceptibility to damage 
and their convenient packaging, are classified too high. This is a clear indication 
that a general revision of the freight classification is called for and will no doubt 
be dealt with by the Board in its General Freight Rate Investigation. The 
Board possesses all the powers necessary to dispose of the matter, under Section 
322 of the Railway Act. 


The Board is the proper body to deal with revisions of the freight classifica- 
tion. It has the knowledge and experience which are essential in order to avoid 
the danger of so elaborate a classification that the element of flexibility, which 
commodity rates afford, would be sacrified for the sake of the apparent simplifica- 
tion, which, it is said, can be secured by numerous classes each bearing a percent- 
age relation to the First Class or Class 100. 


CHAP TER. LV 
EQUALIZATION 


During the course of the inquiry Section 314 of the Railway Act was put 
forward as the ‘‘Equalization Section’’. It is necessary at the outset of these 
remarks on this subject to point out that the wording of the Section does not 
appear to justify the broad interpretation given to it at the hearings. 


Section 314 of the Railway Act provides: 


‘All tolls shall always under substantially similar circumstances and conditions, 
in respect of all traffic of the same description, and carried in or upon the lke kind of 
cars or conveyances, passing over the same line or route, be charged equally to all 
persons and at the same rate, whether by weight, mileage or otherwise. 


‘2. No reduction or advance in any such tolls shall be made, either directly or 
indirectly, in favour of or against any particular person or company travelling upon 
or using the railway. 

“3. The tolls for carload quantities or longer distances, may be proportionately 
less than the tolls for less than carload quantities, or shorter distances, if such tolls 
are, under substantially similar circumstances, charged equally to all persons. 


“4. No toll shall be charged which unjustly discriminates between different loca- 
lities. 

“5. The Board shall not approve or allow any toll, which for the like description 
of goods, or for passengers carried under substantially similar circumstances and 
conditions in the same direction over the same line or route is greater for a shorter 
than for the longer distance, within which such shorter distance is included, unless 
the Board is satisfied, that, owing to competition, it is expedient to allow such toll. 


“6. The Board may declare that any places are competitive points within the 
meaning of this Act.” 


It will be observed that the equalization provided for in ss. 1 of this Section 
is confined to traffic ‘‘passing over the same line or route’. Traffic passing over 
different lines or routes is not dealt with. 


As to ss. 4 of Section 314 it has been held that the equality of treatment 
called for is between localities on the same line of railway. The fact that one 
railway company charges a higher toll than another railway company in the 
same area does not constitute discrimination: Canada West Coal Company v. 
ae Sis 21 ee ad 1S 


The Board has held that different rates in different parts of the country do 
not constitute discrimination: Consumers Glass v. C.F.A. 34 C.R.C. 56; and 
that different rates on different parts of the same railway do not necessarily 
constitute discrimination: Dominion Sugar v. C.P.R. 34 C.R.C. 71; and that 
differences in rates over the same line but in opposite directions is not necessarily 
discrimination: Consumers Glass Co. v. C.F.A. 38 C.R.C. 77. 


Section 314(5) which deals with the long and short haul also restricts its 
provisions to traffic travelling in the same direction over the same line or route. 


Section 329(3) of the Act provides: 


“The special freight tariffs shall specify the toll or tolls, lower than in the standard 
freight tariff, to be charged by the company for any particular commodity or commo- 
dities, or for each or any class or classes of the freight classification, or to or from a 
certain point or points on the railway; and greater tolls shall not be charged for a 
shorter than for a longer distance over the same line in the same direction, if such 
shorter distance is included in the longer.” 
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It will be noted that the language in this Section is even more limited in 
scope, namely “over the same line in the same direction’’, not ‘‘over the same 
line or route”’ as in Section 314(5). 


_. The requirement of equality is also limited in Section 314(1) by the recog- 
nition of the fact that dissimilar circumstances or conditions may justify a 
departure from the rule. 


In the argument before the Commission much stress was laid upon the force 
and meaning of the words “under substantially similar circumstances and con- 
ditions’. It seemed to be assumed that, if these words were removed from Section 
314 the objective of all-round equalization would be attained. 


This assumption is unfounded. The Section is limited in its application to 
trafic moving, in the one case (subsection 1) over the same line or route, and in 
the other case (subsection 5) im the same direction over the same line or route; 
but even within the limits of these lines or routes inequality may exist if conditions 
and circumstances are dissimilar. The words have no application to traffic on 
different lines or routes and, in some cases, in different directions over the same 
line or route. 


Reference might also be made to Section 319, which reads as follows: 


“Whenever it is shown that any railway company charges one person, company, 
or class of persons, or the persons in any district, lower tolls for the same or similar 
goods, or lower tolls for the same or similar services, than it charges to other persons, 
companies, or classes of persons or to the persons in another district, or makes any 
difference in treatment in respect of such companies, or persons, the burden of proving 
that such lower toll or difference in treatment does not amount to an undue preference 
or an unjust discrimination, shall lie on the company.” 


By this Section and according to the interpretation given to it by the Board, 
Parliament recognizes that even on the same line of the same company inequality 
of treatment may exist provided it does not result in undue preference or unjust 
discrimination: Winnipeg Board of Trade v. C.P.R. 36 C.R.C. 100. 


Reference may also be made to Section 316 (3a and c), and to Section 325(5). 
But neither of these sections has been interpreted as requiring equality of treat- 
ment as between shippers or localities in the absence of some evidence of unjust 
discrimination or undue preference. There is therefore no specific provision in the 
Railway Act calling for complete equalization of rates throughout Canada. 


THE RELEVANT FACTS 


The facts show that for about two years (1881-1883) the rates of the Govern- 
ment Railways in Manitoba (which subsequently became part of the Canadian 
Pacific Railway system) were approximately the same as the Grand Trunk 
Railway’s ‘‘winter”’ rates in Ontario and Quebec. In 1883 however they were 
increased by 50% or thereabouts. This was said to be justified on several grounds: 
higher costs of supplies and differences in density of traffic and in terrain increased 
operating costs, and resulted in these higher rates in the Prairies and in the 
imposition of the ‘‘Mountain Differential’’ in the Rockies. This differential was 
finally removed on July 1, 1949. Differences in competitive conditions in the 
East and the West also led to lower rates in the first region. The Board of Trans- 
port Commissioners said in 1914 in the Western Rates Case that water competi- 
tion necessitated lower rates in Eastern Canada, and again in 1948 in the 21% 
Case that ‘‘Lower rates in Eastern Canada are compelled by water competition, 
combination of water and motor truck competition, as well as rates established 
by the United States lines, particularly as far as export and import traffic is 
concerned”’. 
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In 1920 the Governor in Council in P.C. 2434 in a reference back to the 
Board referred to the ‘‘very great desirability of bringing about with the least 
possible delay equalization of Eastern and Western rates’ and mentioned the 
probability of materially changed conditions ‘‘tending more and more to make 
equalization practicable’. 


In 1925 by P.C. 886 the Governor in Council directed a general freight rate 
investigation and stated that ‘‘the policy of equalization of freight rates should 
be recognized to the fullest possible extent as being the only means of dealing 
equitably with all parts of Canada”. 


The matter was discussed in the recent judgment of the Board in the 21% 
Case and the Board pointed out that there are instances where rates in the 
West are lower than in the East and in other cases the reverse is true, but they 
said: ‘‘The general rate level as a whole in Ontario-Quebec is below that in the 
Prairies.’”’ The Board, however, justified this on the grounds set out above. 


It has been demonstrated that over the years there has been a gradual 
improvement in the situation and the railways argue that now, taking into 
account the Crowsnest rates on grain, there is little or no difference in the general 
over-all level of rates between the West and the East. 


Nevertheless the fact remains that the alleged inequalities in rates have been 


a subject of contention for many years and in April, 1948, the Governor in Council 
by P.C. 1487 directed the Board to conduct a freight rate investigation “with 
a view to the establishment of a fair and reasonable rates structure, which will, 
under substantially similar circumstances and conditions, be equal in its applica- 
tion to all persons and localities...” 


THE ARGUMENT OF THE PROVINCES 


British Columbia, Alberta and Manitoba urged that equalization be effected, 
_and insisted that fresh legislation is required and that, based on past experience, 
it will never be achieved except by legislation. They argued that P.C. 1487 leaves 
the Board in the same position as in the case of the Order in Council of 1925, 
and as it was in on March 30, 1948, when it delivered the Judgment in the 21% 
Case. Saskatchewan stated that although equalization was desirable it may be 
impossible to achieve. 


_ The Maritime Provinces said that they did not “subscribe to or support 
so-called equalization of freight rates’’ and stated ‘‘rate equalization is impossible 
of achievement’’. Accordingly they opposed an amendment to the Maritime 
Freight Rates Act submitted by the Canadian Pacific Railway Company as 
being essential to the bringing into effect of an equalization plan. 


THE ATTITUDE OF THE RAILWAYS 


In the submission to the Commission by the Canadian National Railways 
appears the following statement: 


_ “he Canadian National concedes the desirability of equalization of class rates, 
distributing rates (including town tariff or Schedule ‘A’) and distance commodity 
rates provided such equalization is effected without detriment to its revenue position. 


“The Canadian National considers it impracticable to equalize special commodity 
rates or competitive rates.” 


The Canadian Pacific Railway Company in its submission dealt with the 
matter at considerable length but its conclusions on the subject may be briefly 
stated as follows: 


1. Studies in connection with equalization proposals are not complete; 
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2. The extent to which they may be carried out must depend upon the study 
of data now being obtained by the Board of Transport Commissioners in 
connection with its Waybill Study; 


3. With these qualifications in mind, the railways propose equalization of 
the standard class rates, distributing class rates and the commodity 
mileage scales as between Eastern and Western Canada; 


4. The railways do not propose and do not believe it practicable or even 
desirable to attempt equalization of special commodity rates or com- 
petitive rates; and 

5. Certain difficulties arise in an equalization program: 

(a) The Maritime Freight Rates Act will require amendment; 


(b) Unless the so-called Crowsnest Pass Grain Rates are allowed to find 
their proper level equalization will not be true equalization; and 


(c) The assumed mileages between Fort William and Winnipeg and 
between Vancouver and Glacier, B.C., must be eliminated from the 
rate structure. 


CONCLUSIONS AND RECOMMENDATIONS 


1. It would appear, from the foregoing and having regard particularly to the 
terms of Order in Council No. P.C. 1487, that the broad general principle 
of equalization throughout the country is now accepted. It must be noted, 
however, that the Order in Council provides that this equalization shall 
be subject to such special statutory provisions as affect freight rates. 


2. It is difficult to conceive of an unqualified statutory rule for equalization. 
Exceptions to equality must necessarily be permitted in the following 
cases and other cases which may come to the attention of the Board as 
the investigation proceeds: 

(a) All international rates; 

(b) Rates on export and import traffic through Canadian ports, where 
in practice such tolls bear a fixed and longstanding relationship with 
rates on similar freight through ports in the United States; 

(c) Competitive rates under the conditions discussed elsewhere in this 
report; 

(d) Agreed charges authorized by the Board under The Transport Act; 

(e) Rates over the White Pass and Yukon route; and 

(f) Rates on railway lines not embraced in the Canadian Pacific or 
Canadian National systems and which may not be able to operate 
on rate levels in force elsewhere. 


3. The words ‘‘under substantially similar circumstances and conditions”’ 
contained in Section 314 of the Railway Act cannot properly be eliminated 
because this section is essentially an anti-discrimination section. 


4. In Section 2 of the Interstate Commerce Act of the United States, the 
words ‘‘under substantially similar circumstances and conditions’’ are 
used in defining and prohibiting unjust discrimination. However, the 
Interstate Commerce Commission is in the process of equalizing class 
rates throughout a large portion of the United States. 


5. The objective of equalization is something which can only be attained 
after considerable study by the Board and by the railways. Undoubtedly 
many serious problems are involved, for example the effect that the 
proposals may have on railway revenues, on established industries and 
on trade and market patterns. All of these things are matters of the ut- 
most importance. Having regard to the large number of rate changes which 
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will be involved, the problem is one peculiarly for the Board to resolve 
finally after the General Freight Rate Investigation and after all parties 
who may be affected by the proposals have had an opportunity of being 
heard. 


. The Canadian railways have agreed that within limits equalization is NOW 


desirable. 


. Since the Canadian Pacific Railway Company has intimated that, in its 


view, amendments will be required to Section 3(2) of the Maritime Freight 
Rates Act and to Section 325 of the Railway Act dealing with Crowsnest 
rates, it must be pointed out here that both of these subjects are dealt 
with at length elsewhere in this report. 


. The Board has requested the railways to submit to them the railways’ 


proposals for equalization of freight rates throughout Canada subject to 
statutory prohibitions contained in Section 325 of the Railway Act and 
in the Maritime Freight Rates Act. 


. Consideration of the various complaints and suggestions referred to in 


the immediately preceding chapter and the recommendations made with 

respect thereto indicate that substantial progress towards the goal of 

equalization may be accomplished by the following means: 

(a) The abolition of the present standard maximum mileage tariffs; 

(b) The establishment of one uniform equalized class rate scale through- 
out Canada applicable on each of the two major railway systems, 
expressed in mileage distances or in specific rates between all specified 
points on each railway; the tolls in such tariffs to be specified in 
blocks or groups by mileage or otherwise, and such blocks or groups 
to include relatively greater distances for the longer than for the 
shorter hauls, the level of this uniform equalized scale to be fixed by 
the Board; 


(c) The establishment of uniform equalized commodity mileage scales 
throughout Canada applicable on each of the two major railway 
systems; the tolls in such tariffs to be expressed in blocks or groups 
and to include relatively greater distances for the longer than for the 
shorter hauls, the level of these scales also to be fixed by the Board; 


(d) The revision of the present commodity tariffs of tolls between specified 
points on each of the two major railway systems, which the Board 
should endeavour to have uniform throughout Canada, as far as may 
be possible, having regard to all proper interests; 

(e) The publication of special freight tariffs of tolls for accessorial and 
special services to be performed by the railways and not provided 
for by the aforesaid class or commodity tariffs, which special tolls 
shall, so far as possible, be uniform throughout Canada; 

(f) The elimination of the so-called ‘‘terminal’’ class rates in Western 
Canada; 

(g) The establishment of larger mileage groups for longer distances so 
that main producing points in defined areas may be in the same 
rate group; 

(h) The establishment of uniform percentage relationships for class 
rates applicable both in Eastern and Western Canada; 

(i) The averaging of the different ‘‘taper’”’ of Western and Eastern Cana- 
dian class rates; 

(j) A provision for tapering rates between Western and Eastern Canada 
so that they shall hereafter be fairly related to distance, instead of 


being made as now by what are in reality combinations on Fort 
William; 


10. 
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(k) The application of maxima to percentage increases on long haul 
rates in future general revenue cases so as to avoid increasing scuh 
rates unduly; and 


(1) The establishment of the Eastern carload mixing rule in western 
Canada and between eastern and western Canada. 


The foregoing items point to a new departure in class rates and commodity 
mileage rates, and eventually, in so far as practicable, in special or specific 
rates for the Canadian portion of the North American Continent. It 
appears that Canada has reached a stage in its development when former 
methods of making regional rates must give way to a uniform rate struc- 
ture that, as far as may be possible, will treat all citizens, localities, 
districts and regions alike. 


With the uniform equalized class and commodity scales so constructed 
and put into effect within a reasonable period it may be possible to use 
these scales as a pattern for the elimination of the several other anomalies 
which exist in the numerous special freight tariffs between specified points. 
It may be expected that such special freight tariffs will be brought into 
uniformity in so far as this can be accomplished having regard to all 
proper interests. 


It appears desirable that a beginning should be made with the 
uniform scales. Other adjustments may properly follow as time and 
conditions demonstrate to what extent the many specific rates now existing 
can be made more uniform than they are today. 

Changes should be made in the ‘Traffic, Tolls and Tariffs’ sections of 
the Railway Act in order to empower the Board to effect and maintain 
the uniformity in rates throughout Canada herein recommended. 


CHAPTER V 
OTHER MATTERS OF NATIONAL OR LOCAL CONCERN 


1. PUBLIC OWNERSHIP OF RAILWAYS 


The Province of Saskatchewan suggested that a study should be made to 
determine whether all railways in Canada should be under public ownership. 
Counsel for the Province made it clear that they did not commit themselves one 
way or the other and were not recommending public ownership. They wished 
to be understood as merely suggesting that public ownership might “be the 
solution to Canada’s transportation problem” and that therefore it deserved 
study. 

The Saskatchewan Federated Co-operative Limited stated that if the rail- 
ways will not avoid duplication and reduce expenses or pool their services, there 
should be amalgamation. 

The Province of Manitoba said that it was against amalgamation of the 
two railways and that the Canadian Pacific Railway Company should continue 
as a privately owned system, and that it was better to have two competing 
systems, one privately owned and one government owned. 


The Government of Prince Edward Island submitted an extensive brief 
and argument on the subject and their views may be summarized as follows: 


(a) They do not believe in state control for the mere sake of state control, 
but history shows that the movement has been from private to public 
ownership rather than from public back to private ownership; 


(b) The best reason for nationalization is that the present system does not 
work and that no system tried in Canada has ever worked; 


(c) Lengthy reference is made to the unification proposals of Sir Edward 
Beatty in the 30’s and to the Canadian Pacific Railway’s statements 
before this Commission that railways will constantly require new capital; 


(d) This new capital must come either from private investors or from the 
‘ Government; 


(e) Private capital will probably not be obtainable unless there is ceases 
assurance of a fair return to shareholders and this means higher freight 
rates; 


(f) The transportation costs of Canada are paid by the people of Canada of 
all trades, professions, or other occupations in the form of rates or of 
taxes, and it does not matter from which pocket such costs come; 

(g) There is danger of the Railways pricing themselves out of business and — 
also of a heavy burden on marginal producers and of interference with 
the productive economy of the country; and 

(h) Under nationalization if freight rates cannot be raised a deficit will 
result which will be paid by the people of Canada. Such deficit will be 
paid through taxes by the people who are best able to pay it. 

The Canadian Pacific Railway Company in its submission stated: ‘Canadian 

Pacific submits that no useful purpose would be served through a study of unific- 
ation of all railways under public ownership’. 


CONCLUSIONS 


This question of railway amalgamation, either under public or private 
ownership, has been considered before in this country. It was indeed a subject 
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of wide public discussion all through the 1930’s. In 1932, at a time of great 
national and world-wide depression, when the need of attaining a maximum of 
economy and the more effective use of the railways of Canada was studied by a 
Commission under the Chairmanship of Sir Lyman Duff, the Commissioners 
unanimously rejected the proposal of unification in the various forms in which 
it was presented to them: Public ownership, private ownership or a lease in 
perpetuity or for a long period of the Canadian National Railways to the Cana- 
dian Pacific Railway Company. It appeared to the Commissioners that, ‘‘to 
establish a monopoly of such magnitude and importance would place in the 
hands of those responsible for the administration of the system powers that would, 
if not properly exercised, prejudice the interests of the Dominion as a whole’”’. 
On the other hand, the Commissioners expressed the belief that with the develop- 
ment of the country and the growth of its population the management of so large 
a system as would naturally be brought into being would become unwieldy and 
necessitate segregation. These reasons against unification advanced in 1932 
are even more cogent in the altered economic conditions which exist in Canada 
today. 

The proposal of unification was rejected again by a Special Committee of 
the Senate in the Session of 1938-39. The report of the Committee declared 
that it was in the interests of the railways and of business generally that, ‘‘the 
agitation for unification be ended by frank recognition of the fact that unification 
of the railways is not possible of adoption”’. 


The majority of the provincial representatives and of the representatives of 
other bodies who appeared before this Commission favoured the continuance 
of the present system of two large railway organizations, with the necessary 
corollary that the Canadian Pacific Railway must be allowed to live and to 
operate as a privately owned railway. 


Much assistance, in studying the question of state monopoly of trans- 
portation, was derived from the brief on the subject presented to the Commission 
on hehalf of the Government of Prince Edward Island. It is true, as is stated in 
this brief, that ‘‘Canada and the United States alone of all the major countries 
in the world retain private ownership to any large degree’. It is equally true 
and most interesting to note, for instance, as the brief says, that ‘In Germany, 
before the first war, one-third of the total expenditure of the state was provided by 
the surplus profits of state owned railways’. This example and others given 
tend to show that a state monopoly may prove practical in the countries of 
Europe, small in size but containing relatively large and compact populations, 
and in which the jurisdiction over the different agencies of transportation is not 
divided but is controlled by the one central legislature and government. But 
it does not follow that the same results would necessarily be realized by the 
adoption of central state control of railways in the vast countries of North 
America, where conditions of government, of extent of territory, and (especially 
in the case of Canada) of the relation of population to territory and to railway 
mileage are altogether different from those which are found in the United 
Kingdom and on the European Continent. It may be noted also that in the 
years before 1914 when (as the Brief says) German railways produced large 
profits, they did not have the highway competition which exists today. 


Moreover, it seems to be of some importance to note that the Order in 
Council creating this Commission makes no mention, in its enumeration of 
subjects requiring particular attention, of any report on government ownership 
of all Railways. On the contrary the enumeration (e.g. 2(e) ) seems to assume 
the continuation of Canada’s present system. It must be presumed that, if 
it had been intended that a matter of this magnitude were to be investigated and 
reported upon, the Order in Council would have contained a specific direction 
about it. It is true, of course, that the general language of the Order in Council 
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might be construed as being broad enough to bring even this vast subject within 
the range of the Commission. But a proper study of such a subject would have 
required an expenditure of time and an employment of skill that it has not been 
considered reasonable to embark upon. 

There is, therefore, no reason whatever to recommend either unification, 
amalgamation or public ownership of all railways in Canada. 


2. PROPOSED RAILWAY EXPANSION 
AND MATTERS INCIDENTAL THERETO 


The future of Canada’s railways is a subject of much discussion. Before 
dealing with it, it will be well to state summarily the experience of transportation 
in the United States since the beginning of the railway system of that country 
down through recent years where competition, notably highway competition, 
has rendered conditions harder and harder for the railways. Reference to 
what has occurred in the United States in matters of national development is 
usually of interest when probabilities as to the course of events in Canada are 
being considered; provided account is taken of the dissimilarities as well as the 
similarities which exist between conditions in the two countries. 


The development of railways in the United States took place mainly in the 
years from 1850 to 1920. In ten-year periods commencing in 1850 the railway 
mileage increased from 9 thousand to 30, to 53, to 93, to 163, to 193, to 240 and to 
the peak of 252 thousand miles in 1920. Starting in 1917 more miles were 
abandoned than were constructed and by 1943 there was 26,000 less mileage 
than there had been in 1916. 


Abandonments began to take place at a substantial annual mileage rate 
after 1920. For the ten-year period from 1921 to 1930 inclusive about 6,200 
miles were abandoned, in the next five-year period 8,270 miles, in the next 
8,950 and in the next 6,540. In the three-year period from 1946 to 1948 there 
were about 1,620 miles abandoned. For the twenty-eight year period from 
1921 to 1948 there was an abandonment of over 31,604 miles. In the six years 
from 1943 to 1948 over 4,000 miles were abandoned and only 290 miles, or an 
average of less than fifty miles per year, constructed. The dominant causes 
of abandonment during the years following 1935 are said to have been highway 
competition, which is estimated to have brought about 50% of the total; 
exhaustion of natural resources, 21%; re-location of industry, 12%; and cessation 
of industry, 10%. The remaining 7% is attributed to miscellaneous causes 
including connections with public improvements and competition from water 
carriers and pipe lines. 


The authority of the Interstate Commerce Commission over proposed railway 
abandonment is practically exclusive. When prospects indicate continued 
loss, complete abandonment is nearly always permitted. This frequently turns 
upon the availability of alternative services, and in some instances abandon- 
ments have been approved on condition that the applicant substitute motor 
carrier service. Cases denied by the Commission have been relatively unim- 
portant, involving only comparatively small mileage. The Commission has 
usually adopted the principle that lines which impair the ability of a carrier to 
perform its duties to the public should be discontinued. 


It is therefore apparent that railway expansion in the United States has not 
kept pace with the great increase in population, but has rather fallen back while 
population has gone ahead, giving way, especially before the advance of the 
motor truck in practically all territory. 

In Canada the situation is somewhat different. There is still room for 
railway expansion where it is called for by the needs of settlers already established 
in productive areas or by the necessity of making available new areas possessing 
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mineral and other natural resources attainable only by railway. It seems 
to be generally assumed that most, if not all, railway expansion in the foreseeable 
future will be carried on by the Government of Canada or by the Canadian 
National Railways which the Government owns. The day of illconceived and 
therefore excessive construction seems to have gone by, and our people can feel 
reasonably assured that from now on no railway ventures will be undertaken 
excepting after thorough investigation of each project and always with due 
regard to the financial commitments involved. 


PEACE RIVER-PACIFIC REGION 


In the course of the sittings of the Commission representations were made 
in respect of various railway enterprises. One of these is a proposed Peace 
River-Pacific Railway brought forward by the Senator and Member of Parlia- 
ment for the Cariboo District of British Columbia. During the war there was 
set up by the House of Commons a committee known as the Committee on 
Reconstruction and Re-establishment, which submitted a number of proposals to 
Parliament, most of which have received favourable consideration. The follow- 
ing recommendation, however, in the opinion of those who made it, has not yet 
received sufficient attention: 


“6, That the Peace River country of British Columbia and Alberta be given direct 
railway connection with the Pacific Coast at the earliest possible moment. This 
railway connection is essential to the proper economic development of British Columbia 
and Alberta; without it, Canada as a nation will lose a great part of the value of the 
coming exploration and development of the northwest portion of Canada, opened up 
by military air routes and the Alaska Highway.” 


The concrete submission made is as follows: 


“.,. that an early start be made upon the construction of such railway extensions 
in the Peace River country of British Columbia and Alberta as will link the settled 
areas of that region with Northern Alberta Railways at Hines Creek, Alberta, and 
Dawson Creek, B.C., and with Canadian National Railways at the divisional point of 
Prince George, B.C.” 


During the course of the last Session of Parliament a step was taken which 
appears to be in line with the request of the people of the area for railway facilities; 
a resolution was adopted providing a subsidy of $15,000 per mile to aid in the 
construction of an extension of the Pacific Great Eastern Railway in British 
Columbia from Quesnel to Prince George on the line of the Canadian National 
Railway to Prince Rupert, a distance of about 83 miles. The Pacific Great 
Eastern Railway belongs to the Government of British Columbia. Parliament 
was told that the extension of the Pacific Great Eastern Railway line to Prince 
George is expected to open up all Central British Columbia as a contributor of 
traffic to the northern line of the Canadian National Railways. When this 
resolution was introduced into the House of Commons by the Minister of 
Transport a debate ensued in which the matters contained in the submission 
made to the Commission were fully discussed by the members of the Government 
and members of Parliament from the region in question. The Commission has 
since been informed that work on the Pacific Great Eastern Railway extension is 
well under way. Since these matters are receiving the close attention of the 
Government and of Parliament no recommendation is necessary at this time. 
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Hupson Bay RAILWAY 


In the brief presented at Winnipeg by the Premier of Manitoba the following 
paragraphs are found: 


|. our concern is with the provision of transportation facilities in the newer 
areas in the northern part of Manitoba where present transportation facilities are 
under-developed, and with the use of this railway for the movement of Canadian 
products to market and for the bringing in of supplies. 


‘Item 14. With respect to the Hudson Bay Railway it is our submission that in the 
interests of Western Canada in general and Manitoba in particular, the 
maximum effort should be made to utilize that railroad to the greatest 
possible extent, as a means of moving farm products to the markets of the 
world; as a means of bringing supplies from Europe and elsewhere; and as a 
means of improving transportation facilities for the rapidly expanding 
mineral industries of Northern Manitoba.’ ”’ . 


Counsel for the City of Winnipeg and the Winnipeg Chamber of Commerce 
made the following statement: 


“Tt is submitted that it is a matter of great importance to the economy of Canada 
that all industries should not be concentrated in the central provinces. This situation 
has come about to some extent by virtue of the low transcontinental rates which make 
it possible for industries in eastern Canada to compete on even terms so far as freight 
rates are concerned with industries in Manitoba. 

“Tn order that this objective may meet with more success than it has in the past, 
it is our submission that more commodity rates should be established from Churchill, 
Manitoba, to Winnipeg, on the same or a lower basis to those in effect from Montreal. 
This seems to us to be reasonable in every way in view of the fact that the mileage from 
Churchill, Manitoba, to Winnipeg is considerably less than from Montreal to Winnipeg. 

“An effort should also be made to have the insurance rates on ocean traffic 
reduced.” 


Also at Winnipeg representations were made to the Commission on behalf 
of Vulcan Iron and Engineering Limited calling for reduced rates on traffic 
going from Churchill to Winnipeg, in order to increase the use of that port both 
for outbound and inbound traffic, to reduce the cost of purchases to the western 
consumer, and hence to increase the flow of traffic and the revenues of the Hudson 
Bay Railway. The representative of the Company said that they are vitally 
interested in the Hudson Bay Railway and Port and would prefer to use them if 
they could secure an adjustment of freight rates. 


At Regina representations were made by the Hudson Bay Route Association, 
which may be summarized as follows: 


“That the present freight rate structure applicable to the Hudson Bay Railway 
is on a level which fails to reflect adequately the shorter distance of Prairie points to 
tidewater at Churchill and a revision of the rate structure is essential to make the route 
more attractive to Prairie importers and distributors. 


“That the Commission give careful consideration to our request for railway 
extensions in the North... 


“That due consideration be given to colonization of the fertile Nelson River area. 


“That a Freight Soliciting Agent be appointed for the specific purpose of promoting 
trafic for the Hudson Bay Route. 


“The Association further recommends that a full scale test of the capability of the 
Hudson Bay Route in the export of prairie grain be inaugurated.”’ 


» These extensions in the north and west, taken together, involve railway 
construction of about 1,420 miles, amounting to a continuous route from Churchill 
to the Pacific Coast with branch lines as feeders. Such a plan of construction 
would, of course, require large expenditures on railways in regions still sparsely 
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settled and the development prospects of which would first have to be ascertained. 
The time may come when the resources of the region will be found to justify large 
expenditures on railway construction. After appearing before the Commission 
the Hudson Bay Route Association sent a committee of its members to Ottawa 
to lay their proposals before the Government, which is therefore fully acquainted 
with the case presented by the Association. 


With regard to the use of the Hudson Bay Route for shipments of grain to 
Europe and of commodities from Europe to Canada, the past year, 1950, had 
the best season so far in the history of the Route. The quantity of grain moved 
through the Port of Churchill during the 1950 season of navigation was 6,767,743 
bushels, 1,000,000 bushels more than the quantity handled in any previous year. 
The commodities imported through Churchill amounted to 3,350 tons, the 
greatest which the port has recorded since the beginning of its operations. This, 
of course, is not a large volume, because twenty vessels were engaged in the 
outward and inward traffic at Churchill in 1950. 


Regarding freight rates the equalized uniform rate scale which is recom- 
mended in the Chapter on Equalization will undoubtedly be lower than the 
present rates within Western Canada—especially when it is remembered that 
the present class rates between Churchill and the Prairies (also British Columbia) 
are ‘“‘terminal rates’’ which are made by means of the so-called ‘‘constructive 
mileage’’ of 130 miles off the standard mileage rates. 


CANADIAN Co-OPERATIVE PROCESSORS LIMITED 


Canadian Co-operative Processors Limited complained of incompleted 
branch lines of both the Canadian Pacific Railway and the Canadian National 
Railways leading to Swift Current, Saskatchewan. The submission was that 
as a result of failure to complete the lines, longer hauls and hence higher freight 
charges resulted in bringing materials to their plant. 


THE ‘‘FILL-THE-GAP’’ ASSOCIATION 


The ‘‘Fill-the-Gap’’ Association asked for the completion of the railway 
line of the Canadian Pacific Railway between Valmarie and Mankota, Saskat- 
chewan. The brief stated that great hardships resulted from the non-completion 
of this line, e.g. delays in mail delivery, difficulties in taking people to hospitals 
and long freight hauls. 


THE RURAL MUNICIPALITY OF COULEE 


The rural municipality of Coulee complained that although the Canadian 
National Railways line from Neidpath to Swift Current, Saskatchewan, was 
built in 1931, it has not been put in operation, is not now being maintained, 
and grain and coal are carried between Neidpath and Burnham only upon 
arrangements with the local agent. 


CHIBOUGAMAU LAKE PROJECT 


In the year 1948 the Canadian National Railways completed the construc- 
tion of a line about 40 miles in length from Barraute to Rapide des Cedres in the 
Abitibi region, Quebec. The representative of the Abitibi Economic Planning 
Council appeared before the Commission to submit that the Canadian National 
Railways should continue construction to Chibougamau Lake, through Bachelor 
Lake, a distance of about 165 miles. 

The Commission has since been informed that the Canadian National 
Railway Company is considering this matter and is awaiting further information 
to decide whether potential traffic will warrant the building of the extension. 


134 REPORT OF THE ROYAL COMMISSION ON TRANSPORTATION 


OTHER RAILWAY EXPANSION BEING 
UNDERTAKEN OR CONSIDERED 


Two projects concerning which no representations were made have come 
to light recently. Both have to do with development of natural resources in 
northern areas. One is in Manitoba from Sherridon to Lynn Lake, a distance 
of 160 miles and is under consideration by the Canadian National Railways. 
The other, in the Provinces of Quebec and Newfoundland, from Seven Islands 
on the Lower St.Lawrence to Knob Lake, a distance of approximately 360 miles, 
is being undertaken by the Quebec North Shore and Labrador Railway Company 
incorporated in 1947 by Federal Statute. The grading and laying of track is 
estimated to cost about $70 million and the rolling stock from $40 to $45 million. 
It is expected that this line will be completed by the fall of 1954. Information 
shows that the railway receives no federal subsidy. The railway company is 
owned by Hollinger Consolidated Gold Mines Limited and Hanna Coal and Ore 
Corporation. The Commission is informed that it will eventually be wholly 
owned by the Iron Ore Company of Canada. 


CONCLUSIONS 


Among the representations mentioned in the foregoing paragraphs, request 
is made for freight rate adjustments which are matters for the consideration of 
the railways and also of the Board of Transport Commissioners. The Board 
will no doubt deal with them as part of their task under Order in Council 1487. 


As to the matters brought forward by the Canadian Co-operative Processors 
Limited, the ‘‘Fill-the-Gap’’ Association and the rural municipality of Coulee, 
these have been subjects of long standing complaints and have been receiving 
the consideration of the competent authorities for a considerable time. 


As to the other projects mentioned there is nothing to be added to the 
comments above made respecting each of them. 


On the general question of the future of Canada’s railways there are certain 
matters which must be borne in mind by all those who are concerned in any 
manner with the solution of railway problems. The most important of these 
is the fact that motor truck competition has made it increasingly harder, during 
the last 25 years, for the railways to maintain their position as carriers who 
ought to be able to give the public in all parts of Canada reasonably equal treat- 
ment in respect to tolls. Truck competition in Central Canada has grown to 
such a size as to eat into the railways’ revenues by capturing a great portion 
of their most profitable traffic and by making it necessary for them to reduce 
their rates to what looks like a dangerously low point in order to retain some of 
it. The problem is a difficult one to handle because truck traffic, in by far its 
largest form, is a subject which is of provincial and not of federal control, and it 
is further divided between the private trucks carrying the goods of their owners 
and the trucks that work for hire. Of these two classes of trucks the former 
is very much the larger. 


The figures set out at the beginning of this section show that about 15,000 
miles of railway in the United States were abandoned between 1921 and 1948 
because of truck competition. So far this competition has had no appreciable 
effect in reducing railway mileage in Canada, but the near future will show to 
what extent the railways can meet competition successfully. This question is 
dealt with more fully in another part of this report. The present tendency of 
our population to increase, especially in Ontario, and the accompanying increase 
in business throughout the country will widen the possibilities of this competition 
and at the same time intensify it. 


Up to the present, line and service abandonments by railways have not 
been looked upon with favour in Canada. It is time now for all concerned to 
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re-consider their attitude in this regard. If the American railways had not 
been allowed to meet by abandonment, sometimes partial and sometimes total, 
the difficulties created by highway competition, by the cessation or relocation 
of industry, by the exhaustion of natural resources, etc. they would undoubtedly 
have been in a much more unfavourable position than they are today. Our 
railways should be allowed to practise similar economies in cases where operations 
are shown to have become substantially unnecessary or to be definitely unpro- 
fitable, especially, of course, when it is shown that reasonable service can be 
assured by other agencies. 


The survival of Canada’s railways, both private and government owned, is 
of essential importance to the nation. When further transportation facilities 
become necessary in parts of the country not yet supplied, the task of providing 
them will generally fall to the railways. 


RECOMMENDATIONS 


For the various reasons set out above no specific recommendations are 
required in relation to the aforesaid representations. 


3.‘ PASSENGER: FARES 


Only one complaint was made to the Commission concerning passenger 
fares. After referring to the elimination of the Mountain Differential in so far 
as freight rates are concerned, counsel for British Columbia stated ‘‘One glaring 
example of such unfair discrimination remains today in British Columbia and 
that is in regard to passenger fares. The basic passenger fares in British 
Columbia are one-half of a cent per mile higher than in the rest of Canada.’’ 
While British Columbia admitted that passenger traffic as a whole is carried at a 
loss it stated that nowhere else in Canada do the railways suggest that they apply 
the principle of cost and value of:service in fixing passenger fares. Counsel 
for the province stated: ‘If the railways seriously mean that they will accord 
the same treatment to all parts of Canada they should now prove their good 
faith by immediately reducing the passenger fares in British Columbia. The 
total revenue involved cannot be large but the railways will be able to demon- 
strate that they are to be taken seriously when they say they believe in the 
equality of rates wherever possible.’’ The official view of the Canadian Pacific 
Railway was that it would not be willing to place passenger fares in British 
Columbia on the same basis as the rest of Canada. The Canadian National 
Railways took the same position. 


CONCLUSIONS 


It seems to be an anomaly under present conditions that the passenger fares 
in one part of the country should be different from those which prevail elsewhere. 
It would, however, appear that the proper procedure for British Columbia to 
adopt is to make an application to the Board as was done in the Mountain Dif- 
ferential freight rates case. 


There is no recommendation to be made on this subject. 


4, SEGREGATION OF PASSENGER 
AND FREIGHT REVENUES AND EXPENSES 


The Province of British Columbia urged that the railways should segregate 
freight and passenger revenue and expense accounts. The Province of Manitoba 
supported the position taken by British Columbia and stated that passenger 
revenue losses are not properly chargeable to freight earnings and that the 
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burden falls on the long haul non-competitive traffic because passenger fares 
cannot be increased and the revenue must be made up by the railways by 
additional charges to freight traffic. The Federal Government, it was said, 
should subsidize the losses on passenger traffic. Manitoba accordingly submitted 
an amendment to the Railway Act the effect of which is to compel the Board 
in any application for increase or decrease in tolls to have ‘‘due regard to the cost 
of operating any particular service and without restricting the generality of 
this paragraph the cost of passenger service’. This amendment was supported 
by the Province of Alberta. The Maritime Board of Trade in its submission 
stated that it was in favour of the segregation of passenger and freight revenues 
and expenses and believed it to be in the interest of the railways. Similar 
representations were made by the Candian Manufacturers’ Association at the 
Toronto regional hearing. 


The main argument of those supporting such segregation may be sum- 
marized as follows: 


(a) That the passenger losses are substantial; 
(b) That formerly these were paid by all shippers; 


(cy That, since the railways must make up losses on passenger traffic by 
additional increases on freight rates, the burden now falls on long haul 
tranice 


(d) That the railways are not concerned because they can pass their passen- 
ger traffic losses along to freight traffic; and 


(e) That a subsidy to the railways by the Government may be the solution. 


In the 21 per cent case decided on March 30, 1948, the question was raised 
before the Board when Counsel for British Columbia contended that the 
obligation of maintaining the passenger traffic should not be placed upon the 
users of the freight services and that the Board should not at any time be put in 
the position of establishing freight rates which must necessarily be unjust and 
discriminatory by reason of the inclusion in such rates of some consideration 
affecting passenger losses. The Board stated that the evidence as to operating 
results of the passenger services supplied by both the Canadian National and 
Canadian Pacific railways was not very satisfactory because of the inability of 
the two railways to furnish the Board with figures showing actual operating 
expenses apart from freight operation costs. The Board said that only about 
38 per cent of the working expenses were separable in the Canadian National 
Railways’ accounts and the balance could only be apportioned upon an arbitrary 
or statistical basis, and that in the case of the Canadian Pacific Railway only 
30 per cent of the expenses were directly separable in that company’s accounts, 
and the remaining 70 per cent could only be apportioned on an arbitrary and 
theoretical basis. 


The Board stated: 


‘Although the evidence before us is insufficient on which to make specific findings 
of the actual extent of profits or losses, the passenger service shows consistent deficits 
except during the heavy movement of passengers and troops during the period of the 
last war and the year following. 


Witnesses for the railways stated that they did not think that Canadian passenger 
fares could be increased; that such action would produce a reduction rather than an 
increase in passenger revenue, and referred to the competition of private motor cars, 
buses and air lines. 


__ So far as I have been able to discover, this question has not been specifically dealt 
with in any previous decisions of the Board. 


It is generally recognized that freight services are relatively more profitable than 
the passenger services. The rates of both classes of services are subject to regulation 
under The Railway Act. The freight and passenger services are both essential to the 
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respondents and to the public in general. The railways are required to furnish both 
services. They are interrelated. And revenue losses or deficits on the one must 
necessarily be compensated by earnings on the other if the railway carriers are to 
continue to operate. I am unable to agree with the submissions made here that we 
can authorize no increase in freight rates, if such increase, to some degree, be necessary 
to correct deficiencies in aggregate earnings growing out of the inability of the passenger 
service to meet its full share of the revenue burden. This is the view taken of the 
matter by the Interstate Commerce Commission of the U.S.A. in a number of decisions.” 


The Board then made quotations from three decisions of the Interstate Commerce 
Commission in 1926, 1937 and 1940 and referred to other Interstate Commerce 
Commission decisions in 1931 and 1946 to the same effect. The result of the 
American decisions may be summed up as follows: the freight and passenger 
services are both essential and both may be subjected to reasonable rates and 
charges to produce the fair aggregate return authorized by the law even though 
thereby a higher rate of return may be exacted from the one than from the other. 


Both the Canadian National and Canadian Pacific railways expressed the 
view that segregation of revenue and expense accounts between freight and 
passenger traffic would be of little or no positive value to the railway companies, 
would be expensive, and would in any event be an arbitrary, statistical or 
theoretical segregation. Since the passenger services must be provided, the 
revenues to provide such services must be obtained from freight traffic if the 
passenger fares do not themselves provide sufficient revenue because it is impos- 
sible to increase the passenger fares. 


CONCLUSIONS 


The freight and passenger services are essential and if the passenger fares 
cannot be raised to produce sufficient revenues to enable the passenger traffic to 
pay its own way the freight traffic must bear the burden. ‘The two services are so 
interrelated that segregation is not practical. 


RECOMMENDATIONS 


The amendment proposed relating to segregation of revenues and expenses 
between freight and passenger traffic cannot be recommended. 


The Commission does not subscribe to the view that the Federal Govern- 
ment should subsidize passenger traffic. 


5. RATES FOR THE CARRIAGE OF MAIL MILITARY PERSONNEL 
AND MATERIEL. POLICEMEN .AND OTHERS. TRAVELLING, ON 
| PSE VA | Eo LY Sak VLC 


Under Section 351 of the Railway Act and Section 80 of the Post Office 
Act the obligation rests on the railways of Canada to place their facilities at the 
disposal of the Government for the carriage of His Majesty’s Mail, naval and 
military forces, provisions or stores for their use, etc., ‘‘on such terms and con- 
ditions and under such regulations” as the Governor in Council makes. 

The practice prevailing in the past and at the present time is for the railways 
to apply to the Postmaster General or to the Minister of National Defence for an 
increase in rates when the railways feel that because of changed conditions the 
rates are inadequate. Negotiations are then carried on between the railways 
and the department concerned. 

The railways complained that the present situation is unsatisfactory on the 
following grounds: 

1. Their experience with the Post Office Department has been that there are 

almost interminable delays (extending into years) in obtaining consider- 
ation and disposal of their applications. This is borne out by the facts. 
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2. The Post Office Department admitted that it is not experienced in dealing 
with the factors governing railway rates. 


3. The Board of Transport Commissioners should have jurisdiction over 
rates for the carriage of mail just as it has over other rates, so that a 
proper balance can be maintained and freight traffic generally will not be 
unduly burdened. 


4. With respect to the rates for military personnel and materiel, etc., to all 
intents and purposes these rates are already under the jurisdiction of the 
Board and they should be placed there by Statute. 


5. In no other rate adjustment field is one of the parties to the contract of 
carriage clothed with authority to finally determine applicable rates. 


The railways both proposed that the rates for these services be placed under 
the jurisdiction of the Board of Transport Commissioners. 


The two Departments concerned were notified of the railways’ proposals and 
copies of the submissions made were sent to them. 


The Post Office Department objected to the proposals chiefly on what 
might be termed legal and administrative grounds. 


The Department of National Defence indicated that in their view no change 
was necessary since rates for the carriage of military personnel and materiel 
have been adjusted along with other rates, and it would be unwise to make a 
change in the present state of uncertainty in world affairs. 

Since the Commission’s hearings a new agreement has been concluded 
between the railways and the Postmaster General, setting new rates for the 
carriage of mails. Nevertheless the railways say that they are still dissatisfied 
with the present method of fixing rates and wish to be understood as persisting 
in their request to have this fixing done by the Board. 


CONCLUSIONS AND RECOMMENDATIONS 


All Government Departments except the Department of National Defence 
and the Post Office Department pay rates and fares which are determined by the 
Board. 


Section 351 of the Railway Act enables the authorities to order the railways 
to carry mail, His Majesty’s forces, supplies, etc., ‘‘with the whole resources of the 
Company (i. e. the Railways) if required’”’. 


The regulation of the rates in question is essentially a matter.of Government 
policy and it should remain so. It is to be assumed that the responsible minister 
will from time to time propose adjustments in conformity with the value of the 
service rendered by the carriers. 


6. SUBMISSION OF THE GOVERNMENT OF NEWFOUNDLAND 


The Government of Newfoundland divided its submission into two parts, 
one dealing with transportation generally and the other with freight rates. The 
latter, however, was withdrawn on the grounds that the Newfoundland Govern- 
ment was taking it up with the Government of Canada and the Board of Transport 
eters: Therefore only the first part of its submission will bel dealt with 

ere. , 

At the regional hearings the Government asked the Commission to make 
fifteen recommendations, but during the final argument Counsel for the province 
advised that three of these had been withdrawn: two dealing with highway 
communication, on the ground that they were of purely provincial concern, 
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outside the scope of this inquiry, and the third dealing with air transportation 
which Counsel advised had been submitted to the Air Transport Board. 


The remaining recommendations may be summarized as follows: 


i 


10. 


bis 


125 


L 


That a military road be constructed from Gander Airport to the nearest 
ice-free port on the South Coast—Bay D’Espoir was suggested. 


That the facilities at North Sydney and Port aux Basques are inadequate 
to handle the increased tonnage and that alternative outlets be provided 
for traffic to and from the mainland. The Province recommended 
Halifax and Saint John as alternatives to North Sydney and Bay d’Espoir, 
and St. John’s and Corner Brook as alternatives to Port aux Basques. 


. That, in the event of these alternative outlets being provided, the all 


rail route privilege in the Terms of Union be made applicable to traffic 
moving through such alternative outlets. 


. That adequate facilities be furnished at Louisburg and over the Sydney 


and Louisburg Railway for the handling of traffic during the winter 
months, and that the additional transportation costs incidental to the 
use of Louisburg instead of North Sydney be absorbed in the through 
rate. 


. That the Newfoundland railway system be modernized to bring it into 


conformity with the standard system on the mainland with which it is 
affiliated. 


Alternatively that improvements be made in the existing railway by 
reduction of gradients and elimination of curves. 


. That additional equipment in the way of rolling stock, locomotives, 


freight and passenger cars be provided adequate to meet the service to be 
performed. 


. That additional refrigeration facilities be provided on the trains and 


steamships operated by the Railway. 


That additional coastal steamers be provided by the Railway to remove 
the dangerous condition of overcrowding which presently exists on the 
ships engaged in this service. 


That adequate subsidies commensurate with the service performed be 
paid to the coastal service on a basis similar to that paid for services in 
the St. Lawrence River and the Gulf ports. 


That an investigation be instituted with a view to the improvement of 
facilities at St. John’s, Corner Brook and Port aux Basques. 


That an inquiry be made into the feasibility of establishing a National 
Harbour at Bay d’Espoir, including the practicability of establishing a 
branch line of railway to the harbour to join the main line of railway and 
also to investigate the advantages or otherwise of establishing Bay 
d’Espoir as a free port. 


CONCLUSIONS 


With respect to the proposed military road, this is a matter entirely for 


the Department of National Defence and not a matter of transportation within 
the reference of this Commission. 


2. 


The proposals Nos. 2, 3, and 4 may all be linked together. The proposals 


are tantamount to a request that there be more than one all-rail route to New- 
foundland. This is not in accordance with the Terms of Union, nor is it a recom- 
mendation the Commission should make. If such a privilege were accorded to 
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Newfoundland it would lead to requests for similar extensions elsewhere. It must 
be assumed that at the time the Terms of Union were being negotiated careful 
consideration was given to the points chosen in both Newfoundland and Nova 
Scotia to be the termini of the all-rail route. It does not appear advisable to 
recommend that a matter which presumably was gone into with the greatest of 
care and so recently, should now be disturbed. 


3. Proposals Nos. 4, 5, 6 and 7 and part of proposal No. 8 have to do with 
the provision of adequate facilities for handling traffic, modernization or impro- 
vement of the railroad and the acquisition of additional equipment. Obviously 
as conditions change additional equipment will be required and additional 
handling facilities at Port aux Basques and North Sydney will be necessary. 
The authorities will no doubt take into consideration matters of this kind. 
It may be pointed out that under the provisions of Section 312 of the Railway 
Act the Railway is obliged to furnish adequate and suitable accommodation 
for the receiving and loading of all traffic offered for carriage, and the Section 
contains provisions enabling the Board to order the Company to furnish accom- 
modation having regard to all proper interests. The Commission is advised that 
the Railway has already provided some additional equipment and has more on 
order. 


4. As to proposal No. 9, dealing with the question of additional coastal 
steamers, this would seem to be a matter for consideration by the Railway 
after it has had sufficient time to gather information based on operations, and 
if there are any complaints these should be made to the Department of Transport. 
It is not a matter concerning which any recommendation can usefully be made. 


5. Proposal No. 10, concerning subsidies is a matter to be taken up with 
the Canadian Maritime Commission. 


6. Proposal No. 11, regarding improved facilities at the ports of St. John’s, 
Corner Brook and Port aux Basques, refers to matters to be taken up with the 
Department of Transport. 


7. As to the establishment of a National Harbour at Bay d’Espoir, provision 
is made for dealing with this matter under the National Harbours Board Act. 
No additional legislation is required and it is not a matter concerning which the 
Commission should make a recommendation. 


8. Consideration has been given to the proposal that Bay d’Espoir be made 
a free customs port; this is to say that goods be allowed to enter such a port for 
reshipment elsewhere without payment of Canadian customs duties. The estab- 
lishment of a free port is a matter of national and even international concern, 
and representations concerning any such establishment should be made to the 
Canadian Government. 


(On January 23, 1951, the Minister of Transport announced that authority had 
been obtained for the construction of a $4,500,000 automobile, freight and passenger 
ferry to provide year-round service between Port aux Basques and North Sydney. 
The Minister said that he expected this new vessel to be completed in 1952, when it 
would replace the smaller vessel ‘‘Cabot Strait” now in use. The new vessel will be 
320 feet in length and 68 feet in width and will have a gross tonnage of 9,500 and a 
service speed of 15 knots. It will provide space for about 83 vehicles and 300 passen- 
gers per trip. It will also be able to carry some 650 tons of cargo as well as a quantity 
of livestock. 


The Minister also announced that, in connection with the construction of the 
new vessel, provision had been made in this year’s estimates for the commencement 
of the construction of ferry terminal facilities at Port aux Basques. He also said that 
the terminal docks on both sides of Cabot Strait and the new vessel would be operated 
for the Department of Transport by the Canadian National Railways.) 
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7. NEWFOUNDLAND RATES 


Prior to the Union of Newfoundland with Canada on April 1st, 1949, 
Parliament enacted the Terms of Union. 


Section 32 of such Terms reads as follows: 


“32(1) Canada will maintain in accordance with the traffic offering a freight and 
passenger steamship service between North Sydney and Port aux Basques, which, 
on completion of a motor highway between Corner Brook and Port aux Basques will 
include suitable provision for the carriage of motor vehicles. 


_ (2) For the purpose of railway rate regulation the Island of Newfoundland will 
be included in the Maritime region of Canada, and through-traffic moving between 
North Sydney and Port aux Basques will be treated as all-rail traffic. 


(3) All legislation of the Parliament of Canada providing for special rates on 
traffic moving within, into, or out of, the Maritime region will, as far as appropriate, 
be made applicable to the Island of Newfoundland.” 


The Terms of Union were followed by the Statute Law Amendment (New- 
foundland) Act, Section 13 of which reads as follows: 


“13(1) Subject to this Sectionthe Maritime Freight Rates Act, Chapter 79 of the 
Revised Statutes of Canada, 1927, applies mutatis mutandis to all lines of railway in 
the Island of Newfoundland that are subject to the legislative authority of the Parlia- 
ment of Canada. 


(2) For the purpose of the said Act the lines of railway situated in the Island 
of Newfoundland including the steamship services between Port aux Basques and North 
Sydney that are entrusted to the Canadian National Railway Company for manage- 
ment and operation shall from the date of and during the period of such entrustment 
be deemed to be included in the lines of railway collectively designated as the Eastern 
lines, the Island of Newfoundland shall be deemed to be included in the expression 
‘select territory’ and through traffic moving by water between Port aux Basques and 
North Sydney shall be treated as all-rail traffic. 


(8) Upon entrustment to Canadian National Railway Company of the lines of 
railway mentioned in subsection (2), Canadian National Railway Company shall 
forthwith file with the Board of Transport Commissioners for Canada tariffs of tolls 
applicable to the carriage of traffic within, to and from the Island of Newfoundland 
and such tariffs in so far as preferred movements are concerned, shall comply as far 
as appropriate with the provisions of the said Act. 


(4) Notwithstanding the provisions of Sections 330, 331, 334 and 335 of the 


Railway Act the tariffs initially filed under subsection (3) shall be effective from the 
date of entrustment.”’ 


The Government of Newfoundland at the hearings at St. John’s submitted 
a brief in which it was contended that the Terms of Union with respect to freight 
rates had not been fully carried out by the Canadian National Railways. 


The Associated Newfoundland Industries and the Newfoundland Board of 
Trade made somewhat similar submissions, and in addition it was stated by the 
Association that: 


“Tn determining the freight rate structure for Newfoundland, in so far as it affects 
the Province generally and secondary industry particularly, the Association feels that 
the matter must be looked at, not merely from the restricted viewpoint as dictated 
by a consideration of freight rates only, but rather from the over-all picture created 
by constitutional, geographic, climatic and other considerations.”’ 


At the time of argument held in Ottawa some months later, the Govern- 
ment of the Province withdrew its request for any recommendation or determi- 
nation respecting freight rate matters for the reason that it had decided to deal 
directly with the Government of Canada and the Board of Transport Commis- 
sioners on the subject. 
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The Anglo-Newfoundland Development Company and the Buchans Mining 
Company at the hearing at St. John’s also withdrew briefs which they had 
submitted previously. 

The Associated Industries and the Newfoundland Board of Trade did not, 
however, withdraw their request for a determination of the matters submitted 
by them. 

Briefly, the complaints are as follows: 

1. That the further east of Quebec and Ontario Maritime industry is 
situated (as is the case with Newfoundland), it becomes correspondingly more 
and more difficult for such industry to survive, as the cost of obtaining raw 
materials from Ontario and Quebec, upon which Maritime industries depend, 
increases with distance; therefore, unless local industry in Newfoundland gener- 
ally and St. John’s in particular receives special treatment, the death of industries 
in Newfoundland is a foregone conclusion. 

2. That Newfoundland being an island, a natural barrier to trade is created 
by broken transportation across the Cabot Strait, longer time in transit with 
winter delays caused by ice in the gulf and heavy snow on the Newfoundland 
Railway, with additional cost of packaging and extra insurance. These factors, 
it is contended, greatly increase freight costs. 

3. It was alleged that the cost of transportation is prohibitive for distribu- 
tion of goods in and around Newfoundland as carried on by the Canadian 
National Railways and its coastal system of steamships. 


4. That prior to Union the industrial economy of Newfoundland evolved 
under its own protective tariff system and this system has now been swept away. 


5. That by reason of its many complexities the Newfoundland operation of 
the Canadian National Railways cannot be dealt with properly as part of the 
Atlantic Region of that system. 

6. That the coastal services and freight rates of such services are not satis- 
factory. It was suggested that the rates are not competitive with privately- 
owned freight and passenger craft; the increases made since 1942 are excessive; 
classification of freight on these steamships should be simplified; certain classes of 
goods cannot stand present coastal rate levels; there is no provision in coastal 
rates for redistributed goods, and the five cents per package toll at public 
wharves should be abolished. 


7. That facilities are not adequate for the transportation of all merchandise 
to the Island with the quickest possible despatch. 

8. That the arrangement for distributing carloads of flour and feed on the 
Island by breaking up carload shipments into small lots of 100 bags is not perma- 
nent. 

9. That the arbitraries in the rates for transshipping flour to the south 
coast ports and to Placentia Bay as published by the Canadian National are 
very low and tend to drive independent vessels out of the traffic. 


10. That there is inefficiency in large coastal vessels calling at every small 
port, and a lack of transfer facilities to more economical smaller vessels for 
distribution of goods to small ports. 

11. That the mixing privilege previously provided on the Island railway 
whereby all sorts of materials could be mixed at the 5th Class rate has been 
cancelled. 


_ 12. That there is a shortage of warehouses at points in Newfoundland 
suitably designed for the storage of vegetables and the cold storage of eggs, 
poultry, etc. 


13. That the tourist industry has not been developed fully. 
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14. That the additional charge of 50 cents per cask of fish which is made 
by the Canadian National steamship service when vessels call for fish at ports 
other than their regular port of call is unreasonable. 

15. That there is discrimination in rates on fish via vessels from Newfound- 
land to Halifax and/or New York when transshipped at those points for Central 
and South America. (This latter allegation is based on the fact that on move- 
ments of fish by rail from points on the mainland to Saint John and Halifax for 
export reduced rates are given.) 

16. That the basis of the rate structure is unconstitutional and does not 
conform to that of the mainland. Numerous examples were submitted on 
distance comparisons, which, it was said, confirm that many rates are excessive; 
that there was a very small decrease in some through rates after Union and 
that some Newfoundland rates were 28% above Maritime levels (this having 
reference to the charging of standard mileage rates on the Island rather than 
‘“‘town tariff’ rates.) 


The Associated Newfoundland Industries suggested the following remedies: 


1. ‘Secondary industry must be fostered and maintained if calamitous reper- 
cussions to the economy of Newfoundland are to be avoided.”’ 

2. “Improvements must be made in existing railway and port facilities.”’ 

3. ‘Newfoundland Railway and coastal operations should become independent 
of the Atlantic Region and come under the direct supervision of Montreal.”’ 

4. “Readjustment of local rates for Railway and Coastal Services should be 


adjusted on the recommendation of permanent Advisory Committee to the 
Railway Management.”’ 


5. ‘A new rate structure should be made applicable immediately to Newfound- 
land, calculated to ensure: 


(a) Special rates on raw materials moving from the mainland for processing 
in Newfoundland, so that the laid-down cost to manufacturers in New- 
foundland will be equalized to the cost to manufacturers elsewhere in 
the Dominion. 


(b) Special rates within Mee nclad providing economic distribution 
within and throughout the Island. 


(c) Special rates to Newfoundland manufacturers to create equality of 
opportunity in competing for Dominion-wide markets. 


(d) In general, the rates for Newfoundland to be on such a basis as will 
facilitate marketing in the Maritime Provinces to the extent necessary 
to offset the geographic and economic disadvantages arising out of our 
insular position, and as the most easterly Province of Canada, thus 
providing Newfoundland with a freight rate structure truly competitive 
with that applying throughout the Maritimes.”’ 


6. ‘‘The regulation of freight rates should include carriage of goods by sea as 
well as rail traffic by placing the same under the jurisdiction of the Maritime 
Commission or some other statutory body with the necessary regulatory 


” 


powers. 
The Newfoundland Board of Trade suggested the following remedies: 


1. That the following alternative steamship or car ferry routes be provided: 
(a) From Campbellton, N.B., to Corner Brook for all movements between 
Corner Brook and Bishop’ s Falls (necessitating the building of a spur 
about 300 feet long from the pier at Corner Brook to the railway); 
(b) Traffic for the Avalon Peninsula should be moved by water from Mont- 
real, Halifax and North Sydney to St. John’s, Newfoundland, and, to 
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accomplish this object, the Canadian National Railways should use the 
Admiralty property on the north side of the harbour at St. John’s and 
build a spur about 600 feet long from the main line; and 


(c) The railway should provide two railway car ferries, able also to carry 
30 or 40 automobiles, one on the west coast and the other on the east 
coast. 


It is suggested that by establishing the foregoing arrangements the rates to 
and from the eastern portion of the Island could be reduced. 


2. That St. John’s be made a national harbour. 


The position with respect to these complaints and suggested remedies is left 
in a somewhat confused state, because, of, Furst, an application of the Province 
of Newfoundland to the Board of Transport Commissioners: 


““ .. for an Order directing the Canadian National Railway Company to cancel 
the tariffs presently in effect by that Company relative to the movement of traffic 
into, through and out of the Province of Newfoundland, and to substitute therefor 
tariffs and tolls based on the rate structure presently in effect in relation to the move- 
ment of traffic within, into and out of the region heretofore known as the Maritime 
Provinces.” 


This application was heard by the Board on December 14, 1949, and deci- 
sion was rendered on February 14, 1950, 39 J.O.R. & R. 293, solely on the point 
that ‘‘all that the parties to the application wish to have at present is a decision 
on the question whether subsections 2 and 3 of Section 32 of the Terms of Union, 
and Section 13 of the Statute Law (Newfoundland) Amendment Act preclude 
the respondent (the Canadian National Railways) from exercising in Newfound- 
land the right which it would otherwise have under the Railway Act — that is, 
the right to discriminate in rates because of dissimilarity in circumstances and 
conditions’. 


The Board stated: ‘‘We think it is expedient to decide this preliminary 
question before proceeding further with the case’, and answered the question 
GaN) tap 


The Board further stated with respect to subsection (2) of Section 32 of the 
Terms of Union: 


“We think that the obvious purpose of this subsection is: first, to make Newfound- 
land part of the Maritime region in order that Newfoundland may have the benefit 
of the Maritime Freight Rates Act in respect to all freight movements between points 
in Newfoundland and points in the rest of the Maritime region; and secondly, to provide 
that carriage by water between North Sydney and Port aux Basques i is to be regarded 
as carriage by rail for rate-making purposes.’ 


It will be noted that the Board did not, at that time, make any decision 
as to whether the rate structure in Newfoundland is to be in general conformity 
with the rate structure in the other Maritime Provinces, but left that question 
for further determination. The Board held a hearing on that subject during the 
last two weeks of October, 1950; 


Second, the withdrawal from consideration of the brief of the Provincial Govern- 
ment respecting freight rates; 


Third, the entire withdrawal of the briefs of the Anglo-Newfoundland Develop- 
ment Company and the Buchans Mining Company; 


Fourth, the submission of briefs to the Board of Transport Commissioners by 
the Provincial Government and the Anglo-Newfoundland Development Company 
(but not by the Buchans Mining Company) at the hearing at St. John’s, New- 
foundland, in the latter part of October, 1950; and 


NEWFOUNDLAND RATES 145 


Fifth, the fact that the other parties who did not withdraw their briefs also 
submitted the same or similar briefs to the Board of Transport Commissioners 
at the said hearing at St. John’s. 


All of these facts have made it difficult to determine on what points useful 
advice may be given. However, it is considered advisable to deal with those 
matters which are before the Commission and which are within its terms of 
reference. 


1. The first is the statement in subsection (2) of Section 32 of the Terms of 
Union that “‘for the purpose of railway rate regulation”’ the Island of Newfound- 
land “will be included in the Maritime region of Canada’. The expression 
‘‘Maritime Region” is not defined in the Terms of Union, nor is it found or 
defined in the Railway Act, nor in the Maritime Freight Rates Act, in the Trans- 
port Act, nor in any other relevant legislation. 


Evidence has been submitted, however, that until July 1, 1949, the railways 
had divided Canada into five regions for rate-making purposes: (1) the Maritime 
region, which corresponds to what is known as the ‘‘Select Territory’’ under the 
Maritime Freight Rates Act; (2) the Ontario-Quebec or Central region; (3) the 
Superior or Algoma region; (4) the Prairie region, and (5) the Pacific region. 
(The last region was made part of the Prairie region on July 1, 1949, by Order 
of the Board.) 


It appears that the term ‘‘Maritime Region”, although not defined in any 
Act relating to ‘‘rate regulation’’, was probably intended to mean the term used 
by the railways in describing their freight rate zone east of Levis, Diamond 
Junction and Megantic, Quebec. If that is so it would follow, for example, that 
if there are ‘“‘town tariff rates’ in that region, Newfoundland would be also 
entitled to have town tariff rates; if there are commodity rates on potatoes in 
that region, Newfoundland would be entitled to similar rates, and so on. 


It may be observed that at the recent hearings before the Board in New- 
foundland a witness for the Canadian National was examined upon the question 
of the publication of distributing class rates between the following points and 
other points on the Island: St. John’s, Corner Brook, Grand Falls, Bishop’s 
Falls, Port aux Basques and Lewisporte. 


2. The Commission is informed that the Canadian National Railways has 
been and is now making improvements in port facilities for the transfer of freight 
to and from Newfoundland, and for new rolling stock on the Island. 


3. The Commission does not consider that the question of transferring 
supervisory authority from the Atlantic region of the Canadian National Rail- 
ways to Headquarters at Montreal is one upon which any useful recommendation 
can be made. 


4. It is not considered that it would be proper for the Commission to recom- 
mend the appointment of a permanent Advisory Committee to the Canadian 
National’s management on the Island as that Committee would not have any 
responsibility for the financial results of the railway. 


5. (a) As to the request that special rates be granted on raw materials 
moving from the mainland for processing in Newfoundland in order that the 
laid-down cost to manufacturers in Newfoundland may be made equal to that 
of manufacturers in other parts of Canada, this is not a principle adopted 
anywhere else (except to the extent that rates may be tapered for longer dis- 
tances), and its acceptance cannot be recommended. 


(b) Pending the implementation of the recommendations made in the chapter 
on Equalization, adoption of ‘‘town tariff’? rates on the Island would meet to 
some extent the suggestion of ‘‘special rates within Newfoundland”’. The Com- 
mission is informed also that certain other freight concessions are applicable 
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only within Newfoundland and not elsewhere in Canada, such as low rates for 
the encouragement of vegetable growing, the stop-off privileges for unloading 
of small lots of flour and feed at carload rates, and certain other concessions. 


(c) As to the special rates suggested in 5 (c) above, the same answer should 
be given as in the case of paragraph (a). 


(d) It is not recommended that the railway management go beyond the 
Terms of Union in providing a rate structure for Newfoundland, nor beyond the 
terms of the Railway Act, as modified by the Maritime Freight Rates Act. 
The determination as to whether such rates are now at their proper level is one 
to be decided by the Board of Transport Commissioners. 


6. The regulation of rates for carriage of goods by sea is dealt with elsewhere 
in this report. 


7. It has not been established that additional routes and the provision of 
car ferries are necessary at present with respect to the routing of freight to and 
from Newfoundland. If the railway management finds it more economical to 
establish such routes and facilities they will presumably be provided from time 
to time. 


8. The reduction of freight rates by the re-routing of traffic to or from the 
eastern portion of the Island is also a matter for railway management, but it is 
to be observed that Parliament provided only for the route via North Sydney- 
Port aux Basques. 


9. The procedure to be followed in having a harbour placed under the 
administration of the National Harbours Board is set out in Section 8 of the 
National Harbours Board Act, and it is not advisable to recommend any change 
in this procedure. 


10. As to the general complaint (No. 16 above) that the rate structure of 
Newfoundland is unconstitutional and does not conform to that of the mainland: 


(a) All questions concerning the constitutionality of the rate structure are 
matters for determination by the Board, or, in a proper case, by the 
Supreme Court of Canada. 


(b) The technical aspect of the rate structure is now before the Board and 
at this writing has been argued and is awaiting decision. 


It must, therefore, be left to the Board to use its technical knowledge and 
exercise its judgment as to what constitutes a proper relationship of rates to 
and from Newfoundland for distances longer than exist in the so-called ‘Maritime 
Region” on the mainland. 


11. Another matter with which the Commission is asked to deal is the 
incidence on secondary industry of the change-over from the Newfoundland 
Government’s customs tariff prior to Union to the present Canadian customs 
tariff. It was suggested that as some industries are now required, as a result 
of the change, to purchase their raw materials in the other provinces of Canada, 
rather than in the United States, differences in the price levels of such raw 
materials should be adjusted by requiring the railways to carry such raw mate- 
rials at lower rates than called for by the general rate level of the ‘‘Maritime 
Region”’. 

Any economic disadvantage caused by reason of the change in customs 
tariff was a necessary incident to the Act of Union. It is not one which can or 
ought to be remedied through the instrumentality of freight rates. Freight 
rates to, from, and within Newfoundland must hereafter be dealt with by the 
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Board of Transport Commissioners. It must be assumed that the Board, in 
disposing of all questions affecting rates to and from Newfoundland, will be 
guided by the same principles as apply in the case of the other Provinces. 


(Since the foregoing section was written final judgment has been delivered by the 
Board of Transport Commissioners in the case referred to above as ‘an application 
by the Province of Newfoundland for an Order directing the Canadian National Rail- 
ways to cancel certain tariffs then in effect and to substitute other tariffs therefor’. 
This is the case in which a preliminary judgment was delivered on February 14th, 
1950, 39 J.O.R.&R. 293. 

In this final judgment, dated January 22nd, 1951, the Board finds in favour of 
the province and against the railway upon the question of the interpretation to be 
given to the language used in Section 32(2) of the Terms of Union where the expression 
“Maritime Region” is found. In reference to the words of the subsection the judgment 
says, ‘““They must mean that, notwithstanding certain dissimilar, disadvantageous 
circumstances and conditions pertaining to Newfoundland, this province is to be 
included rate-wise in the Maritime Region on a general level of rates similar to the 
other Maritime Provinces.” The judgment then proceeds to give the Province the 
benefit of this interpretation of the subsection by directing the railway to prepare 
certain necessary tariff amendments, including the elimination of surcharges, to be 
made effective on or before March Ist, 1951. 

On the question of town tariffsand commodity rates the judgment points out that 
these tariffs and rates are usually determined by negotiations between the railway and 
the interested parties. It suggests that negotiations of this sort be carried on in this 
case and says that the Board will give consideration to an application pertaining to 
any specific dispute relating thereto.) 


8. GRAIN RATE VIA THE NATIONAL TRANSCONTINENTAL 
RAILWAY TO QUEBEC FOR EXPORT 


The National Transcontinental Railway between Winnipeg and Moncton, 
which was constructed by the Canadian Government, now forms part of the 
Canadian National Railways. 


In the General Freight Rate Investigation 1925-1927, the Board of Trans- 
port Commissioners dealt with the rate on grain via that line from Fort William, 
Port Arthur, Westfort and Armstrong, Ontario, (which are the dividing points 
between Western and Eastern Canada) to Quebec City for export, and by 
General Order No. 448 ordered the rate reduced from 34% cents per 100 pounds 
on wheat to 18.34 cents. Asa result of the post-war general percentage increases 
the latter rate has become 26 cents per 100 pounds. 


The City of Quebec recommends that ‘‘a thorough investigation of the 
particular circumstances surrounding the establishment of such rate (as estab- 
lished by General Order 448) be undertaken with a view to implementing Sections 
42 to 45 inclusive of the National Transcontinental Railway Act’ (3 Edward 
VII, Chap. 71.) The City of Quebec refers to the grain rate via the Transcon- 
tinental as a ‘‘statutory rate’ and urges that it be restored. 


CONCLUSIONS 


There are now only two statutes which create statutory rates and these are 
Section 325(5) of the Railway Act (the Crowsnest Pass Grain Rates) and the 
Maritime Freight Rates Act. 

The Board appears to be completely free to exercise all its powers with 
respect to railway rates, save only for the two exceptions referred to. 

So far as ascertained it is not proper to call the grain rate to Quebec a 
“statutory rate.” The recent action of the Board in increasing this rate indicates 
that it is not its view that the rate prescribed in General Order No. 448 is 
statutory. 
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No protest appears to have been made to the Board on the subject. The 
City of Quebec is free to make an application to have the rate reduced if it 
thinks it has any statutory rights which the Board is violating, and should the 
Board refuse such application the City then has further recourse to the Supreme 
Court in the matter. 


The Commission has no recommendation to make on this subject further 
than appears from what has been said above. 


0. CUAINE OR VTHE. Cll Y OPOUT BEC RDO LUBE INCLUDE 
UNDER THE MARITIME FREIGHT RATES ACT 


The City of Quebec and the Chamber of Commerce of the City of Quebec 
submitted that the Maritime Freight Rates Act should be amended to include 
Quebec City in the “select area’’ defined by that Act. 


The brief referred to the findings of the Duncan Commission as a “rather 
arbitrary separation’? and claimed that it constituted discrimination against 
the Port of Quebec. 


In 1930 pursuant to Order in Council P.C. 1291 the Board was instructed. 
to inquire into and report to the Government upon the subject matter of com- 
plaints which were made by Quebec City following the passage of the Act. 
Hearings took place in Quebec, Halifax and Saint John. The jurisdiction of the 
Board to inquire into the matter was questioned and the hearings scheduled for 
March 1931 in Ottawa were therefore postponed and nothing further was done. 


Quebec now alleges that the Act creates an artificial disadvantage to the 
Port of Quebec, which should be removed by inclusion of this port in the “select 
area’ under the Maritime Freight Rates Act. 


CONCLUSIONS 


The findings of the Duncan Commission were based upon (1) pre-Confe- 
deration promises made to the Maritime Provinces to enable them to obtain 
entry into the markets of Central Canada; (2) the greater increases in rates on 
the Intercolonial Railway since 1912 as compared with increases in the rest of 
Canada, and (3) the circuity of the route taken by the Intercolonial Railway. 
The Duncan Commission accordingly recommended a reduction in rates in the 
Atlantic Division of the Canadian National Railways and said: ‘‘For this purpose 
we cannot regard the Atlantic Division as ending at Riviere du Loup and Monk, 
which are its present limits. The divisional points should in our view be Diamond 
Junction and Levis, Diamond Junction being the point at which the Transconti- 
nenial Ratlway meets the old Intercolonial Railway, and Levis the point to which, 
in 1879, the Intercolonial Railway was extended.” 


It will be seen therefore that the foundation for the choice by the Duncan 
Commission of the limits of the ‘“‘select area’’ lies in the historical terminal of 
the Intercolonial Railway. 


Bearing in mind (a) the historical background for the claims of the Maritimes 
for relief; (b) the tying in of those claims with the purposes of the construction 
of the Intercolonial Railway, and (c) the fact that some point or points must be 
chosen as the limit for the ‘‘select area’, the choice made by the Duncan Com- 
mission was a natural one. 


It is probable that if the area were extended to include the City of Quebec, 
other claims for its extension would be made, perhaps with equally plausible 
arguments. 
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10. ARBITRARIES OVER MONTREAL 


An arbitrary is a factor in a through rate; it is usually expressed in cents 
per hundred pounds or per ton, and is added to another rate at an intermediate 
point to make a through rate from the point of origin to the point of destination. 
Thus the freight rates between points west of Montreal and points in the 
Maritime Provinces are constructed by adding ‘‘arbitraries’’ to the Montreal 
rates. For example, the first class rate from Toronto to Montreal is $1.20 per 
100 pounds, the arbitrary of 47 cents per 100 pounds is added to the rate to 
produce a through rate to Saint John of $1.67. On westbound traffic, by virtue 
of the operation of the Maritime Freight Rates Act, the arbitrary is 31 cents, 
so that the through rate from Saint John to Toronto is $1.51 per 100 pounds. 


The Maritime Board of Trade and the Provinces of New Brunswick and 
Nova Scotia complained that the application of the post-war horizontal increases 
to the arbitraries had “accentuated the disadvantage of distance’”’ to the indus- 
tries in the Maritimes on westbound traffic to markets in the Central Provinces, 
and to consumers in the Maritimes on eastbound traffic. 


The Maritime Board of Trade contended that the arbitrary over Montreal 
should never be changed but kept constant to maintain the differential or to 
“maintain the relationships’”” which had existed immediately after the passing 
of the Maritime Freight Rates Act and to lessen the impact of horizontal 
increases when they came along. 


It its final argument the Board of Trade stated that the arbitraries over 
Montreal constitute an important part of the Maritime rate structure, and 
while the Board of Trade made no recommendation to provide for maintenance 
of the arbitraries by amendments to the Maritime Freight Rates Act or the 
Railway Act, it “strongly commends the maintenance of the arbitraries as 
existed over Montreal on April 7, 1948, as a simple and effective method of 
lessening the impact of percentage increases in inter-territorial rates’. 


The railways contend that the use of arbitraries is merely a convenient 
method of making rates. Arbitraries they say should fluctuate by reflecting 
increases and decreases in the general level of rates and cannot be permanently 
fixed amounts. They argue that if the arbitrary is not increased, the factor of 
the joint through rate east of Montreal would never bear any share of the 
increase. 


From 1900 to 1916 the arbitrary over Montreal on first class traffic to or 
from Saint John, N.B., for example, was 20 cents per 100 pounds, and this has 
changed over the years as follows: 


Saint John Arbitrary over Montreal 


To or from To or from 
Eastern Canada Western Canada 
QntDeceniber 15-1916 Ainteuen. .at. & 24¢ 24¢ 
NUE ie Oe Ot) ee ee ee «Rg 2713 264 
PASS eR ia a alt ahd en tee 34¢ 33¢ 
Peprenimmer lo, 190208. (eee hone 473 463 
January, Li tO7 Me POO ae eee 2. 453 444 
Decembernds 102 was ods aS tea: 42% 4i¢ 
oT ED iid bd EAS dep eAent adehet atthe te» 423 24¢ 


Apri Aedo2athy es Terie Lye, 32¢ 24¢ 
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Saint John Arbitrary over Montreal 


Eastbound | Westbound* | Eastbound | Westbound* 


isty. tial Oia aac, epee. eae ride. det) 32¢ 21¢ 24¢ 12¢ 
Present time (November, 1950)........ A7¢ 31¢ 34¢ 18¢ 


*This change was brought about by the Maritime Freight Rates Act. The rate quoted is under the Maritime 
Freight Rates Act and is 80% of the total amount received by the railways for the haul as far as Levis, Quebec, 
the other 20% being paid by the Government to the railways. 


In Re Freight Tolls 1922, 12 J.O.R. & R., page 61, the Board, referring to 
the arbitraries over Montreal, said: ‘“These arbitraries were, of course, advanced 
along with other rates, arbitraries or proportionals under the various subsequent 
changes.’ The Board pointed out the importance of the arbitraries and said 
that this system of rate making “‘is an integral part of the whole class rate 
structure in Eastern Canada and could not be changed without involving 
disturbance of the entire rate fabric in this territory. As the class rate structure 
in Eastern Canada is not being disturbed at this time no change should be made 
in these arbitraries’”’. The Board then went on to say that a different situation 
existed with reference to rates between Eastern Canada and points west of Fort 
William, and said: ‘Points east of Montreal are put to an undue disadvantage 
in comparison by the addition to the Montreal rate of scale of arbitraries that 
does not indicate an equitable continuation of a long-haul rate.’’ The Board 
held that these arbitraries over Montreal should be scaled down on traffic to 
or from Western Canada. In 1924 the railways voluntarily reduced the arbitrary 
on traffic to or from Eastern Canada, as indicated in the preceding table. 


To sum up, the Board has recognized the importance of these arbitraries 
in the system of rate-making and over the years it has raised and lowered them; 
they have not been constant. 


CONCLUSIONS 


1. An arbitrary is a part of a through rate, and it would be contrary to 
sound principles of rate-making to keep the arbitrary portion of the through 
rate at a constant figure regardless of changes in the over-all levels of rates. 


2. Whether or not the same percentage of increase should be added to or 
reduction should be deducted from an arbitrary in any given case is a matter 
which the Board should decide on the principles which it adopted in the 1922 
reduction case, namely after considering the relevant facts and the effect on the 
through rates. 


3. In increasing an arbitrary which forms part of a through rate from or 
to the select territory under the Maritime Freight Rates Act, the following 
must be borne in mind: 


(a) Under Section 3 of that Act the tariffs of tolls in respect of preferred 
movements on July 1, 1927, were ordered to be cancelled and other 
tariffs showing a reduction of approximately 20 per cent were ordered 
to be substituted; 


(b) The Board is authorized and directed to maintain such substituted 
tariffs on the general level approximately 20 per cent below the tolls 
existing on July 1, 1927, while the cost of railway operation in Canada 
remains approximately the same as at the said date; 


(c) But the Board may allow the increase or reduction of such tolls or tariffs 
from time to time to meet increases or reductions, as the case may be, 
in such cost of operations; and 
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(d) .The arbitraries over Montreal fall within the words ‘‘tariffs of tolls’? and 
“tolls or tariffs’’ used in Section 3 of the said Act and may be properly 
increased or decreased subject to the limitations contained in Section 3, 
in the same manner as any other tolls may be increased or decreased 
under the said Act, subject of course to the provisions of Sections 7 and 8 
of the said Act. 


4. The duty of the Board is the same when it is considering an arbitrary 
which is a factor of a through rate in respect of preferred movements under the 
Act as it is when considering any other rate in respect of preferred movements; 
the Board’s duty under Section 8 is to consider whether the tariff may ‘“‘destroy 
or prejudicially affect’ the statutory advantages conferred by the Act. 


5. The simple expedient of making the arbitrary constant does not appear 
to be sound in principle, either to ‘‘lessen the impact of horizontal increases’’ or 
to “‘maintain differentials or relationships’. 


6. If the application of increases to the arbitrary has destroyed or prejudi- 
cially affected the “statutory advantages’’, the rate should be attacked on that 
ground, and the Board could then decide the matter upon complaint. This is 
the proper approach to the problem. 


7. As has been stated by the Board, the use of arbitraries in the system of 
rate-making is an integral part of the whole class rate structure. 


RECOMMENDATIONS 


It is not advisable to amend either the Railway Act or the Maritime Freight 
Rates Act to provide for constant arbitraries over Montreal. Each case con- 
cerning arbitraries should be decided on its own merits under existing legislation. 


11. INADEQUATE RAILWAY SERVICE 


There were relatively few complaints made to the Commission of inadequate 
service by the railways. Those that were made came from three sources. 


First from Prince Edward Island. Extensive evidence was given that the _ 
quality of service throughout the entire province is generally poor, that the 
train service is faulty, that schedules are not kept, and that very substantial 
delays occur in the delivery of less than carload freight. 


The second complaint was made by the Council of Economic Planning of 
the Saguenay Region, Quebec. It alleged that poor equipment and poor service 
hindered the development of this region. The Council’s Brief stated that the 
railways had not accomplished progress consonant with the development of the 
region. It was stated that in sixty years there had been little change in the 
railway, although the population had increased six or seven times, and it was 
urged that a complete investigation be made of the whole railway problem for 
the Saguenay Region. Particular reference was made to the slowness in freight 
traffic, which results, it was said, in people using trucks, even at higher cost. 


The third complaint came from the Province of Newfoundland, and is dealt 
with under the heading ‘“‘Submissions of the Government of Newfoundland”. 


CONCLUSIONS 


Section 312 of the Railway Act provides that railway companies must, 
according to their powers, furnish adequate and suitable accommodation for the 
receiving, loading and unloading of all traffic for carriage upon the railway, and 
without delay carry and deliver all traffic; and they are likewise obliged to 
furnish such other service incidental to transportation as is customary or usual 
in connection with the business of a railway company and as may be ordered 
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by the Board. If in any case such accommodation is not, in the opinion of the 
Board, furnished by the company, the Board may order the furnishing of the 
same having regard to all proper interests. All of the foregoing, of course, is 
subject to the limitations of the powers of the company itself. 


With respect to the complaints from the Saguenay Region, the situation 
has changed in some measure since the sittings of the Commission came to an 
end. In June 1950, the Canadian National Railways assigned Diesel power to 
freight service in this territory. However, no diesels are being used in passenger 
service. 


In the case of Prince Edward Island a change has also occurred. Complete 
dieselization of the railway took place in June 1950. This applies to all trains, 
passenger, freight and mixed. No change has been made in the time schedule 
on the Island, but the Commission is informed that train service has improved 
in this respect with the use of Diesel power. 


The Commission is not in a position to make recommendations with respect 
to any of the matters still outstanding. It would require full scale investigations 
and hearings and proper machinery is now set up under the Act for dealing with 
situations of this kind. 


12. TRANS-CANADA HIGHWAY 


Several of the Provincial briefs which were presented to the Commission 
dealt incidentally with the Trans-Canada Highway. They stressed the necessity 
of proceeding with the completion of the highway and the importance of it to the 
country as a whole. There were also some suggestions made as to the route the 
highway should follow. 


There was, however, one brief presented by an organization called The 
Trans-Canada Highway System Association which dealt solely with the proposed 
highway, and its submissions may be summarized as follows: 


(a) That the Highway is important for national defence and for the economy 
of the country and must therefore be planned on a national rather than 
a provincial basis. 


(b) That the selection of the route therefore is within the jurisdiction and 
responsibility of the Federal Government. 


The brief asks for the appointment of a Federal Highway Commission or 
authority to study all phases of construction and the route which the Highway 
should take. 


CONCLUSIONS 


It is not necessary to say anything as to the importance of the Highway 
from the point of view of national defence or the economy of the country, but it 
seems to be important to the Provinces individually as well as collectively. 


Under these circumstances there can be no useful purpose in appointing a 
Commission or other body to attempt to compel the respective parties to agree 
upon a route. 


There is no doubt that the authorities in both the Provincial and Federal 
Governments will give proper attention to the route and to all engineering phases 
with respect to the highway. 


The Commission has been advised that generally speaking the Federal 
Government and the majority of the Provinces have concluded agreements 
satisfactory to them; accordingly no recommendation can be made at this time 
as to any changes in the legislation affecting the construction of this highway. 
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13. RAILWAY OWNERSHIP OF TRUCK LINES 


The Manitoba Federation of Agriculture and Co-operation and the Anglo 
Canadian Oils Limited stated that the railway companies should not be permitted 
to go into the ownership and operation of truck lines because, they said, this 
would have the effect of stifling competition. The Calgary Board of Trade, the 
Edmonton Chamber of Commerce, the Cities of Edmonton and Calgary and the 
Alberta Co-operative Union expressed the view that railways should not be 
allowed to purchase truck lines unless they were ‘‘complementary”’ to rail service. 
The British Columbia Feed Manufacturers Association stated that railways 
should only be allowed to operate truck lines as ‘‘supplementary”’ to the railway 
system. The difference between ‘‘complementary”’ and ‘‘supplementary”’ in this 
connection was not made clear. The Canadian Industrial Traffic League was of 
the opinion that the railways should be allowed to go into the trucking business 
but only as long as their operations do not tend to stifle competition. 


CONCLUSIONS 


It would seem that operation of trucks may be an essential and complemen- 
tary part of railway operation, more especially in view of changing conditions. 
Under these circumstances it does not appear reasonable that railways should 
be prohibited from operating trucks or truck lines. There is no evidence to show 
that there is danger at present of the railways stifling competition by ownership 
of trucks. This would be a matter to be dealt with if and when the occasion 
arises. 


14. THE RAILWAY GRADE CROSSING FUND 


The Railway Grade Crossing Fund was established in 1909 and provided 
federal assistance for the protection, safety and convenience of the public where 
a railway and a highway cross each other at the same level. 


During the depression period from 1930-39 Parliament appropriated large 
sums to eliminate level crossings as an unemployment relief measure. 


Crossings are protected in various ways, for example, by signs, cattle guards, 
low grade approaches, improvement of sight lines, flashing lights, bells and grade 
separations. 

From 1909 to 1947 approximately $44 million was spent, $12 million of which 
was contributed by the Federal Government through the Grade Crossing Fund 
and votes for unemployment relief. The railways paid about $16.5 million, and 
highway authorities the remainder. These sums are exclusive of (a) operating 
and maintenance costs; (b) costs of widening, improving or maintaining existing 
subways and overhead bridges; (c) cost of grade separation where the paramount 
purpose of the work is railway or highway improvement rather than protection 
of the public; and (d) costs incurred in connection with railways built since May 
19, 1909, the date the original Act was proclaimed. The rule in the latter case is 
that the ‘junior road”’ (that is the railway company or the highway authority 
which has built the new facility across the ‘‘senior’’ or previously existing road) 
will pay the whole cost of protection. 

Under the provisions of Sections 256 to 267 of the Railway Act, the Board 
of Transport Commissioners is vested with power to order grade crossing elimina- 
tion or protection by automatic signal devices or otherwise whenever it deems 
such measures are necessary on grounds of public safety. 

The fund set up under Section 262 is replenished annually by appropriation 
from the Consolidated Revenue Fund of Canada, and the fund so set up is ad- 
ministered by the Board, which has power to make contributions therefrom. 
Under the Section as it now stands contributions are limited to 40 per cent of 
the total cost of actual construction work with a maximum of $150,000 for any 
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one project. (By amendment in 1950 this maximum was increased from $100,000 
to $150,000.) Section 262(2) provides that any province may add to the fund 
upon its own terms, but to date none of the Provinces has so contributed, although 
several have contributed to the cost of specific works, which have been approved 
by the Board. . 

Costs of grade separations vary, and, as the Commission is advised, average 
about $300,000, but have reached as high as $700,000. 


The railways allege that if the program of grade crossing elimination is 
accelerated, it will impose an insupportable burden on them unless the fund is 
increased and the limitations now imposed upon contributions from the fund are 
altered. 

The usual practice of the Board is to apportion between the railway and the 
highway authority the balance of the cost remaining after the contribution from 
the fund. 


THE RAILWAYS’ SUBMISSIONS 


The railways stated that (a) the contribution limited to $100,000 (now 
$150,000) is insufficient under present day conditions because of increased costs 
of construction; (b) the imposition of any maximum is illogical and should be 
deleted from Section 262, and (c) that if it is proper for a percentage of the cost 
to be assumed by the fund it is unfair to prevent that percentage from being 
granted because of the operation of a fixed limit in the statute. 


The railways contended that the additional hazard that may now exist at 
grade crossings is not attributable to them. There has been, they say, a complete 
reversal of the situation which existed in 1909 when the sections were passed. 
At that time the increasing speed of trains caused the need for additional protec- 
tion; now, however, it is the revolution in highway traffic which has increased the 
hazards, and although the railways have not created the additional need for the 
grade separations, requiring expensive overhead bridges and subways, neverthe- 
less they are having to bear a great deal of the expense. They contend that this 
is unjust and that the cost should be borne largely by the highway authorities. 

The Canadian Pacific Railway accordingly requested that contributions 
from the fund should be raised from 40 per cent to 70 per cent; the Canadian 
National asked that they be raised to 75 per cent. 

The Province of New Brunswick proposed that the cost, after contribution of 
70 per cent from the fund, be apportioned 20 per cent to the railways and 10 
per cent to the provinces and municipalities. 

The railways contend that the power of apportionment should be left to the 
Board, and that a fixed formula would be unfair and impracticable. 


It has been held that under the Act as it now stands, no provincial contribu- 
tion may be ordered. 


Both the Canadian National and Canadian Pacific ‘railways proposed 
amending Section 259 of the Railway Act to provide for assessments against the 
Crown, the intention being to levy these assessments against the provinces. 


Both railways urged the repeal of Section 260 of the Railway Act. Under 
this section if the line was constructed after May 19, 1909, the railway must bear 
the entire cost unless there is an agreement with or contribution from a municipal- 
ity, person or corporation, as provided in the said section. The railways contend 
that it is no longer logical or justifiable to treat crossings that came into being 
before a certain date in one way, and those which came into existence after that 
date in another way. 

The Canadian National Railways in its proposals went considerably further 
than the Canadian Pacific. The Canadian National wants to place a limit on the 
contribution which the Board may order the railways to make, this limit to be 
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50 per cent of the difference between the total cost and the contribution from the 
fund or to the capitalized benefits accruing to the railway, whichever is the lesser, 
and proposed an amendment to Section 259 to bring this about. 


The Canadian National’s proposed amendment to Section 262 is also broader 
than that of the Canadian Pacific, in that it includes the costs of maintenance and 
operation as well as of construction. 


The Canadian National proposed an amendment to Section 264 which would 
preclude the Board from issuing an order to widen, or strengthen a bridge or 
subway unless there was a contribution from the Grade Crossing Fund. The 
grounds for their proposal are that there should be a contribution for rebuilding 
a structure as well as for building a new one, because the changed traffic conditions 
which require the rebuilding, widening or strengthening of the structure are not 
railway traffic conditions, but rather highway traffic conditions. 


To sum up, both railways urge (a) that Section 259 be amended to bind the 
Crown in the right of the provinces; (b) that Section 260 be repealed so that 
all railway crossings regardless of the date when built should be treated on the 
same footing; (c) that Section 262(2) be amended to eliminate the $150,000 
maximum limit of contribution from the Grade Crossing Fund for any one 
project; (d) that Section 262 be amended to change the 40 per cent contribution 
from the Fund to 70 per cent (C.P.R.) or 75 per cent (C.N.R.). 


The Canadian National Railways further proposes that Section 264 be 
amended so as to provide that the Board may order the rebuilding, widening or 
strengthening of bridges, subways, etc., only in cases where there is a contribution 
from the Fund. 


THE PROVINCIAL SUBMISSIONS 


Manitoba, Alberta and Saskatchewan opposed the amendment to bind 
the Crown in the right of the provinces, and also the proposal that the $150,000 
limit be eliminated. They favoured the percentage being increased from 40 per 
cent to 70 per cent or 75 per cent. They opposed the Canadian National amend- 
ments to both Sections 262 and 264. They approved the proposal that the 
Fund should be used for operation and maintenance as well as installation costs. 

New Brunswick opposed the Canadian National Railway amendment limi- 
ting the railways’ contribution to 50 per cent of the cost but agreed to the prov- 
ince being bound, subject, however, to a proviso that the total cost ordered 
to be paid by the province or municipal corporation should not exceed 10 per 
cent of the cost of the work. 


These four Provinces opposed the repeal of Section 260. 


CONCLUSIONS 


1. Whether or not the Crown in the right of the province could be bound 
by a statute of Parliament presents a legal question and one on which the Com- 
mission should not venture to express an opinion or offer any recommendation 
for legislation. Parliament seems to have recognized either the difficulty 
inherent in such a situation or the lack of any necessity to attempt to bind the 
Provinces, and has accordingly passed Section 262(3) of the Railway Act under 
which it is provided merely that the Provinces are at liberty to contribute to the 
Fund under such conditions and restrictions as they themselves may impose. 

2. In 1919 the amount to be contributed for one project was limited to 
$25,000; in 1928 this limitation was increased to $100,000, and in 1950 was 
again increased to $150,000. It appears that Parliament has given careful 
consideration to this matter from time to time and as late as in 1950. There 
seems to be no reason to recommend the elimination of the maximum amount so 
recently set. 
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3. Parliament has for a considerable number of years appropriated $500,000 
per annum to the Fund and in 1950 increased the appropriation to $1,000,000 for 
six consecutive years beginning the first of April 1951. It appears that the 
question of the amount of money to be appropriated for works of this kind, and 
the conditions under which the Board is to make contributions from such appro- 
priations is peculiarly a matter for Parliament. Accordingly there is no recom- 
mendation to be made on the subject, more particularly as in the case referred 
to in the immediately preceding paragraph, Parliament has taken very recent 
action in fixing the amount. 


4. The request to increase the 40 per cent to 70 per cent or 75 per cent 
seems to be based on the unjustified assumption that there is a primary obligation 
upon Parliament to provide financial assistance to the railways in the matter of 
level crossing elimination or protection. The primary obligation rests upon the 
railways, and the amount of assistance which Parliament may provide is for it to 
determine. This Commission is not qualified to advise Parliament as to the 
form or amount which this assistance should take. 


RECOMMENDATIONS 


The amendments proposed by the railways and by the provinces are not 
recommended. It may be that the time has come for the reconsideration of the 
appropriateness of the date May 19, 1909, fixed in Section 260 of the Railway 
Act. There are good reasons why the character of the liability placed upon the 
railways by that section should have a date of origin some time in the past, 
perhaps for a period of five or ten years, but the date presently fixed in the 
statute extends back further than is now appropriate. 


15. SASKATCHEWAN SUBSIDIES PROPOSAL 


The Province of Saskatchewan submitted to the Commission what its 
Counsel termed ‘‘the main recommendations” of that Province. The proposal 
was prefaced by three important premises: 


1. That an adequate measure of relief from the transportation burden 
resting on the Prairie Provinces cannot be achieved through the medium 
of any rate structure capable of implementation; 


2. That some further device must be employed if the Prairies are to be 
compensated in a degree commensurate with the burden they are now 
forced to support and if that same area is to be protected in the future; 
and 


3. That the Saskatchewan proposal would make the railways ‘true in- 
struments of national policy’’. 


The proposal consists of two subsidies payable by the Federal Government: 
(1) The Compensation Subsidy —“‘calculated to compensate for the past’, and (2) 
The Deficit Subsidy — “‘to guard against impending evils of the future.”’ 


It was stated that the compensation subsidy would not really compensate 
for the past but it is designed to correct certain events of the past which have 
harmed the prairies, and which are “part and parcel of the transportation 
problem’. 


1. The Compensation Subsidy: The subsidy is to reimburse the railways for 
a deduction to be made from all freight bills 


(a) on all rail freight traffic movements within the boundaries of Mani- 
toba, Saskatchewan and Alberta; 
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(b) on all rail freight and lake and rail movements within Canada 
originating in these provinces to points of destination in other pro- 
vinces; and 

(c) on all rail and lake and rail freight movements within Canada termin- 
ating in these provinces from points of origin in other provinces, 
excepting however grain and grain products moving at Crownsnest 
Past rates. 


_Commenting on the Compensation Subsidy the province puts forth five 
main reasons in its favour: 

(a) That it is modelled on the Maritime Freight Rates Act and is a close 
analogy thereto. The positions of the two regions are quite com- 
parable as far as the handicaps of Confederation and the National 
Policy are concerned; (These handicaps were said to be the customs 
tariff and the railway policy compelling East-West traffic.) 

(b) That the proposal relates to both inbound and outbound freight in 
contrast to the Maritime Freight Rates Act which does not apply to 
inbound freight, because the Province of Saskatchewan believes that 
consumers as well as producers require relief; 

(c) That the plight of the prairie area is more serious than that of the 
Maritimes, the long haul to the west is longer, and the west has not the 
advantage of water transportation that exists in the Maritimes; 

(d) That the impact of the customs tariff is more serious in the case of 
Saskatchewan; and 


(e) That there is no better way of giving effective relief to the people of the 
Prairies and especially Saskatchewan than through freight rates. 


The province urged that the Commission recommend an Act of Parliament 
modelled on the Maritime Freight Rates Act, providing for a 20 per cent reduction 
in freight rates. It frankly stated that the 20 per cent figure was used because 
this was the figure used in the Maritime Freight Rates Act. It estimated that 
the annual subsidy payable in respect of the three Prairie Provinces under the 
proposal would be approximately forty million dollars. 


The proposal applied to Manitoba and Alberta. Neither of these provinces 
associated itself with Saskatchewan in putting it forward. 


2. The Deficit Subsidy: The Province of Saskatchewan stated: 
(a) That there is an admitted loss on passenger traffic; 


(b) That although not provable, there is a suspected loss on competitive 
rates and short haul less-than-carload traffic; 


(c) That competition from trucks and aircraft will undoubtedly become 
more severe; and 


(d) That excessive rates are being charged on long haul traffic to com- 
pensate for these losses, and there is every likelihood of an increase in 
this phenomenon. 


The point stressed by the province is that the impact of all these problems 
focuses eventually on long haul traffic and necessitates the maintenance of 
higher rates than are justified on this type of traffic, and leads to unduly high 
charges on traffic in areas such as Saskatchewan where relative monopoly has 
been maintained by the railways and particularly on traffic least susceptible to 
competition. The province stated that as pressure for further revenues con- 
tinues, increases will be applied wherever the monopoly continues. 

‘The province therefore proposed a deficit subsidy by payments out of the 
Federal treasury to the end that the railways may continue to provide satis- 
factory services despite inadequate operating revenue. 
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With this in mind the province suggested an amendment by adding a section 
to the Railway Act as follows: ‘‘Section 325A”’: 


325A. On any application by the railways for a general increase in freight rates 
the Board, if it finds that the railways require revenue for their efficient operation, 
may either: 
(a) order such general increase as it finds is necessary; or 
(b) recommend to the Government of Canada that any additional sum so required 
be paid by the Government to the railways or to any specified railway, in 
whole or in part.” 


Both railways expressed the view that the principle of the Maritime Freight 
Rates Act should not be extended. The Canadian Pacific took a decided stand 
against the payment of subsidies generally, and freight subsidies in particular. 
It was pointed out that the passing of an Act applicable to the Prairies to bring 
about the Compensation Subsidy would conflict with Section 8 of the Maritime 
Freight Rates Act which was to give certain statutory advantages to persons and 
industries in the select territory, and that this would immediately bring about 
a clamour from the Maritimes for still greater reductions to restore these 
advantages. It was also argued that if the principle of extending the Act were 
once adopted it could not be stopped logically at any point. 


CONCLUSIONS 


No case has been made out for the Compensation Subsidy. It is to be 
noted that although applicable to both Alberta and Manitoba neither of these 
provinces advocated it. The basis of the claim really is the “long haul” and a 
subsidy is not the remedy. 


The analogy to the Maritime Freight Rates Act does not exist; the reasons 
given for the passage of that Act were: (a) Pre-confederation promises; (b) 
restoration of rates to the level that had been established to give effect to these 
promises, and (c) the additional mileage of the route taken by the Intercolonial 
Railway for strategic purposes. 

The adoption of the proposal would have the effect of creating still more 
anomalies. 


The Deficit Subsidy proposal does not commend, itself to the Commission. 
In effect the proposed amendment would simply give the Board the power to do 
two things: 
(a) order an increase in rates if it finds it is necessary (this it already has the 
power to do), and 


(b) recommend to the Government the payment of a subsidy to the railways 
of such amount as the Board thinks cannot be raised by freight rates. It is to be 
pointed out that the Board might come to a conclusion, for example, that in an 
application for a 25 per cent increase, only 15 per cent could be raised by freight 
rates and would recommend a subsidy to cover the remaining 10 per cent. 


This proposal would create a relationship between the Board and the 
Government of the country which would be intolerable. The Board’s duty is to 
assess the requirements of the railways and to provide rates that will be just and 
reasonable to the railways on the one hand and to the shippers and consignees on 
the other. The Deficit Subsidy proposal envisages the Board saying that it 
cannot fix just and reasonable rates because the traffic cannot bear them, or 
because the rates which it would consider just and reasonable to the railways 
would cause undue hardship to shippers or to regions. The Board should not be 
put in the invidious position which is envisaged by this proposal. It would both 
weaken the position of the Board and create pressure upon the Government of 
the day to prevent increases in rates. 
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16. THE RAILWAYS SUBSIDIES ACTS 


and 
THE CANADA AND GULF TERMINAL RAILWAY COMPANY 


A brief was presented by The Canada and Gulf Terminal Railway Company 
(originally the Matane and Gaspe Railway) requesting the Commission to 
recommend the repeal of the Railway Subsidies Act of 1903 and its subsequent 
amendments. An amended submission was made later, however, limiting the 
request to the repeal of Section 7 of the Act of 1903, as amended by Section 6, 
Chapter 43 of the Statutes of Canada, 1906, and Section 7, Chapter 63, of 1907-08. 


Section 7 of the said Act reads as follows: 


“Every company receiving a subsidy under this Act, its successors and assigns, 
and any person or company controlling or operating the railway or portion of railway 
subsidized under this Act, shall each year furnish to the Government of Canada trans- 
portation for men, supplies, materials and mails over the portion of the lines in respect 
of which it has received such subsidy, and, whenever required, shall furnish mail cars 
properly equipped for such mail service; and such transportation and service shall be 
performed at such rates as are agreed upon between the Minister of the Department 
of the Government for which such service is being performed, and the company per- 
forming it, and, in case of disagreement, then at such rates as are approved by the 
Governor in Council; and in or towards payment of such charges the Government of Canada 
shall be credited by the company with a sum equal to three per cent per annum on the amount 
of the subsidy received by the company under this Act.” 


(For the sake of brevity reference will be made to the portion in italics of this 
section as the ““Recovery Clause’’.) 


The provisions of Section 7 of the Subsidies Act, 1903, were retained in all 
succeeding Acts, with the sole exception that the Board of Railway Commissioners 
was substituted for the Governor in Council as the final rate-fixing body in case 
of disagreement as to rates between the designated minister of the Crown and the 
railway company in question. Under the provisions of the Act the company 
received a subsidy of $210,053.59 for the establishment of a railway line between 
Ste. Flavie (now Mont Joli) and Matane, Quebec. 


The brief alleged that following the granting of the subsidy and the com- 
pletion of its line The Canada and Gulf Terminal Railway Company proceeded 
to carry the mails and to perform other services for the government in accordance 
with its obligations as fixed by the Act. 


The reasons given for the repeal asked for were summarized in the brief 
as follows: 

“To sum up, Section 7 of the Subsidies Act 1903 as amended is prejudicial to the 
best interests of the generality of Canadian railways subject to it and particularly to 
those of your Applicant because, 

(1) It is obsolete; 

(2) Certain lines which received equal if not greater benefits are not subject to it; 
(3) It is not being applied to all railway lines to whom its provisions originally extended ; 
(4) It is not being applied by all departments of Government; 


(5) The practice of the Post Office Department in arbitrarily and unilaterally fixing 
rates for the carriage of mails so low as to preclude the railways from earning sums 
equal to the annual amount due to the Government under the Act, constitutes a 
hardship for the railways; 

(6) The aggregate amounts collected from all the railway lines still subject to the 
Act is infinitesimal, taking into consideration the enormous financial operations 
of the major railways and the Government.” 
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CONCLUSIONS 


It appears that Parliament in other cases has provided assistance by grants 
of subsidies to railway companies without insisting on the inclusion of a recovery 
clause in the terms of the grant. A report issued by the Department of Transport 
dated October 18, 1949, entitled ‘‘Dominion Railway Subsidies under Legislation, 
1899”, shows that the following companies were granted subsidies without the 
three per cent recovery clause: 


Temiskaming & Northern Ontario Railway...... . $2,134,080.00 — 1913 

Centra alaca cin all Was, (0.0 0, aha ae 175,000.00 — 1918 

NorthernvaAlberta* Railway. @o.. 2 Beate ee 338,382.48 — 1916-19 
UO Dale OR gee ibis clh ofia a. Ge fps acieate see en $2,647 ,462.48. 


Some of the railways which were subject to the three per cent recovery 
clause have been taken over by the Canadian National Railways. The Receiver 
General still recovers from a few of these companies. In most cases, however, the 
recovery is no longer effected. 


According to information made available, the total amount of subsidies 
paid to all railways under the various Subsidies Acts from 1899 to 1948 was 
approximately $5114 million. The list indicates that the last Subsidies Act was 
11925. . 


Thirty-three railways in all, now forming part of the Canadian National 
Railways System (and for convenience hereinafter referred to as the ‘'C.N.R. 
Group’’) received approximately $34.90 million for about 3,360 miles. 


Thirty-seven railways in all, now forming part of the Canadian Pacific 
Railway System (hereinafter called the ‘‘C.P.R. Group’’) received approximately 
$9.99 million for about 1,800 miles. 


Nineteen other railways received approximately $4.06 million for about 
590 miles. 


(Three other railways received approximately $2.64 million for about 740 
miles, but the Acts relating to them did not contain the three per cent recovery 
clause, and are therefore not considered for the purpose of this discussion.) 


The various departments of government do not pay for services performed 
on their behalf by the railway companies subject to the recovery clause until the 
amount due for services equals the amount due under the said clause. It then 
becomes a matter of book entries between the department concerned and the 
Receiver General. 


The Auditor General’s reports indicate that from the fiscal years 1900-01 to 
1947-48 the amounts so paid total approximately $5.97 million. These sums 
were, in the earlier years (especially from 1907-1922) received from several 
departments, namely the Post Office, National Defence, Naval Services, Indian 
Affairs, Interior, Royal Canadian Mounted Police, etc. In the main they came 
from the Post Office ($4.99 million) and National Defence ($886 thousand). 


Since 1921-22, however, the only payments received were from the Post Office 
and National Defence, and in the case of the latter less than $28,000 has been 
paid since 1923, and even of this amount over $14,000 was paid in the one fiscal 
year 1945-46. 

In the forty-one years that the Post Office has paid these amounts to the 
Receiver General they have averaged approximately $122,000 per annum and in 
the last four years have averaged $145,000. 


The C.N.R. Group in 1948-49 paid, under the recovery clause, $36,946.88, 
and the C.P.R. Group in the same year paid $97,516.15. 
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__ Only three other railways (apart from the Northern Alberta Railway, which 
is jointly owned by the Canadian National and Canadian Pacific railways) paid 
anything under the recovery clause. 


These payments were: 


Migoma and Hudsém-Bay* Railway" Coos . Why Top ets opie $ 4,043.96 
The Canada Gulf and Terminal Railway Co...... OURAN MITA 2,494.92 
Hiamiceviile funcuon RLY! COnmitere ae ee. le ee _ 35,146.83 

SPOCHLRIR.OAN AL04. Jil) PRG ARNE TO a ae ceed ap) $11,685.71 


Thus railways which received approximately $35 million paid $36,900; and 
railways which received approximately $10 million paid $97,500; and railways 
which received approximately $4 million paid $11,600, and of the 33 railways 
originally in the C.N.R. Group only 3 paid under the recovery clause last year; 
of the 37 in the C.P.R. Group only 15 paid, and of the 19 in the other group only 
3 paid last year. 

It is doubtful if the matter comes within the terms of reference, but since 
it appears that there is discrimination in treatment of the various railways 
involved, it has been thought well to set out the above facts for the attention of 
the proper authorities. 


Past DeGRAINPASSISTANCE 


The six eastern provinces and British Columbia obtain feed grains annually 
from the Prairie Provinces. To aid farmers in procuring these feeds in greater 
quantities and to keep down costs of production the Government of Canada 
embarked on a feed assistance policy. Early in 1941 the Government agreed to 
pay one-half of the regular freight charges on feed grain moved to the eastern 
provinces, provided the Provincial Governments paid the remainder of the freight 
costs. Ontario was the only province to take advantage of this arrangement. 
In the fall of 1941 the Government of Canada provided freight assistance on feed 
wheat, oats, barley, rye, corn, screenings and millfeeds. In the first instance the 
Government agreed to pay one-third of the freight charges on feed grain shipped 
to the East but later paid almost all the freight charges on western grains and 
millfeeds moved from Fort William and Port Arthur to points in Eastern Canada 
and from points in Western Canada to British Columbia. This policy of freight 
payments on the movement of western feed grains has been continued annually 
ever since, pursuant to a series of thirteen Orders in Council commencing Sep- 
tember 25, 1941, and still continuing in the autumn of 1950. In June of 1950 the 
Minister of Agriculture reported that since the policy was inaugurated in 1941 
nearly $140,000,000 had been paid out in freight assistance and this had involved 
the movement of 825,000,000 bushels of grain and grain products. 

The Maritime Board of Trade said that feed grain assistance encouraged 
production of livestock in the Maritime Provinces and removed the disadvantages 
of distance, and requested the Commission to recommend the continuance of 
the feed grain assistance policy. 

The Province of Prince Edward Island stated that disastrous consequences 
to the livestock, dairy and poultry production on the Island would follow with- 
drawal of the feed grain assistance policy. They recommended that this policy 
become a ‘‘permanent national policy”’. 

The Canadian Federation of Agriculture recommended that the feed grain 
assistance policy be incorporated into the freight rate structure as a permanent 
feature of Canada’s national agricultural programme and stated it should be 
brought about by ‘‘Parliamentary statute similar to the Maritime Freight 
Rates Act (| 
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The Province of New Brunswick stated that the feed grain assistance policy 
should be continued as it is and that without such assistance the domestic poultry 
industry could not survive. 


The Canadian Automotive Association complained of the fact that the 
assistance policy does not extend to the costs of transportation by truck from 
Ontario lake ports inland. 


CONCLUSIONS 


Although the argument was advanced that this feed grain assistance policy 
is a method of alleviating the disadvantages of long haul shippers, it does not 
appear to be a matter of transportation within the terms of reference of P.C. 
6033. This policy was adopted during the war by the Government of Canada to 
encourage and increase the production of feeds and fodder, livestock and poultry. 
It is a matter of direct subsidy to the industries involved. The Government 
pays the freight charges and the profit to the railways arises through the increase 
in the volume of traffic above that which there would be if there were no such 
subsidy. 


Undoubtedly the payment of the large sums involved has encouraged the 
production of livestock and poultry in British Columbia and in the Central and 
Maritime provinces. The question whether or not the policy should be continued 
is not one upon which the Commission is able to make any recommendation. 


PSH RAILWAY: SIDE AND AIEA DiC lok ATWANCES 
Section 250 of the Railway Act provides as follows: 


“Every bridge, tunnel or other erection or structure, over, through or under which 
any railway passes, shall be so constructed and maintained as to afford, at all times, an 
open and clear headway of at least seven feet between the top of the highest freight 
car used on the railway and the lowest beams, members, or portions of that part of 
such bridge, tunnel, erection or structure, which is directly over the space lable to be 
traversed by such car in passing thereunder. 

“2. The Board may, if necessary, require any existing bridge, tunnel, or other 
erection or structure to be reconstructed or altered, within such time as it may order, 
so as to comply with the requirements mentioned in the last preceding subsection; 
and any such bridge, tunnel, or other erection or structure, when so reconstructed or 
altered shall thereafter be maintained accordingly. 

“3. Except by leave of the Board the space between the rail level and such beams, 
members or portions of any such structure, constructed after the first day of February, 
one thousand nine hundred and four, shall in no case be less than twenty-two feet six 
inches. 

“4. If, in any case, it is necessary to raise, reconstruct or alter any bridge, tunnel, 
erection or structure not owned by the company, the Board, upon application of the 
company, and upon notice to all parties interested, or without any application, may 
make such order, allowing or requiring such raising, reconstruction or alteration, and 
upon such terms and conditions as to the Board shall appear just and proper and in the 
public interest. 

“5. The Board may exempt from the operation of this section any bridge, tunnel, 
erection or structure, over, through or under which it is satisfied no trains, except such 
as are equipped with air brakes, are run.’ 


It will be observed that under subsection 1 of this section a railway must 
maintain a clearance of at least 7 feet between the top of the highest freight 
car used on the railway and the lowest part of any bridge, tunnel or structure under 
which such car may pass. 


Under subsection 3, the space between rail level and the lowest part of the 
bridge, tunnel or structure must be at least 221% feet in the case of any such struc- 
ture constructed after February 1st, 1904, except by leave of the Board, and under 
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subsection 5, the Board may exempt structures from the operation of the section 
if all trains operating over, through or under such structures are equipped with 
air brakes. 


The Railway Transportation Brotherhood stated (1) that the head clear- 
ance is inadequate and (2) that the Board has been too liberal in granting exemp- 
tions. They stated that head clearances should be specified simply as 7 feet 
above the highest car in service and the Board’s power to grant exemptions 
should be restricted. 


The same organization said that Section 250 should be amended to provide 
for statutory side clearances applicable to all lines of railway regardless of when 
they were built. 


Section 287 of the Railway Act provides inter alia as follows: 


“287. The Board may make orders and regulations 

(g) with respect to the rolling stock, apparatus, may ae eh appliances, signals, 
methods, devices, structures and works, including light, heat and power lines or wires, 
to be used upon the railway, so as to provide means for the due protection of property, 
the employees of the company, and the public and all persons travelling on His Majesty’s 
service; 

(1) generally providing for the protection of property, and the protection, safety, 
accommodation and comfort of the public, and of the employees of the company, in the 
running and operating of trains and the speed thereof, or the use of engines, by the 
company on or in connection with the railway.” 


The amendments proposed by the Brotherhood were as follows: 


“That Section 250 of the Railway Act be amended to provide: 

1. A safe side clearance appropriate to the use of equipment of present and anticipated 
dimensions, in addition to vertical clearance now prescribed by subsection (1). 

2. That subsections (3) and (5) be amended to conform with subsection (1). 

3. Requirements that any new construction or rearrangement of tracks or alteration 
of buildings, conform with the clearance standards prescribed by subsection (1) as 
proposed to be amended. 

4. Requirement that there be undertaken the early rearrangement of parallel tracks, 
and such practicable alteration of structures, with special references to general 
switching and terminal yards of railways, that will provide safe clearances. 

5. That men be not required to ride the tops or sides of rolling stock in areas adjacent 
to such restricted clearance as may be found impracticable of correction.” 


CONCLUSIONS 


It seems that under Section 250, subsection 1, the railways must now provide 
for a 7-foot head clearance; the other subsections of that section appear to contain 
nothing which modifies or authorizes any departure from that 7-foot require- 
ment; nor does the Board appear to be empowered by anything contained in 
subsections (3) or (5) to authorize such departure. 

The discretion granted to the Board covering structures constructed prior 
to February 1, 1904, should not be taken away. 

As to side clearances, it appears to be impractical to lay down an inflexible 
rule. The evidence shows that in some cases there is no room to spread the tracks 
farther apart and that flexibility in this matter must be permitted. 

Paragraph 7 of General Order 236 of the Board deals with the matter of 
side clearance. -Reference may also be made to General Order 345 which makes 
provision for safe clearance in the movements of trainmen and yardmen in the 
performance of their duties. If this does not provide sufficient protection, an 
application can be made to the Board and after hearing the Board may make 
such Order as is deemed sufficient. This is a much better and more practical 
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method of dealing with the matter of side clearances than by legislative amend- 
ment, as it enables the Board to deal with each case as it arises and retains the 
obviously necessary flexibility. 


19. SAFETY AMENDMENTS PROPOSED 


The Railway Transportation Brotherhood proposed that Section 267 of 
the Railway Act be amended to provide for two signboards instead of one at 
each crossing, and that they be ‘“‘reflectorized signboards’’. 


The present section reads as follows: 


“Signboards at every highway crossed at rail level by any railway, shall be erected 
and maintained at each crossing, and shall have the words Railway Crossing painted 
on each side thereof in letters at least six inches in length.” 


The amendment proposed by the Brotherhood would require that ‘“prom- 
inently reflectorized signboards shall be placed on both sides of the crossing”’. 


It seems that this would cause a great deal of additional expense without 
any appreciable added protection to the public. 


20. EM.PLOYEES), COMPENSATION} LN ABANDONMENT Casi 


Section 178 of the Railway Act provides for the making of deviations and 
changes in railway lines by a Railway Company with the approval of the Board. 


The Railway Transportation Brotherhood proposed that Section 179 of the 
Act, which deals further with the same subject, be amended. 


Section 179 now provides as follows: 


“The company shall not, at any time, make any change, alteration or deviation 
in the railway, or any portion thereof, until the provisions of the last preceding section 
are fully complied with, nor remove, close, or abandon any station, or divisional point 
nor create a new divisional point which would involve the removal of employees, without 
leave of the Board; and where any such change is made the company shall compensate 
its employees as the Board deems proper for any financial loss caused to them by change 
of residence necessitated thereby.” 


The proposed amendment would add a new sub-section as follows: 


“Whenever the company partially abandons or partially closes any station or 
divisional point involving the removal of employees resident at such station or divisional 
point, the Board shall have power to conduct a hearing upon request of the represent- 
ative or representatives of such employees and to order the company to compensate 
the employees as the Board ‘deems proper for any financial loss caused to them by 
change of residence necessitated thereby’.” 

The effect of the present section 179 is to prevent the railway from removing, 
closing or abandoning any station or divisional point involving removal of any 
employees without leave of the Board and without proper compensation to the 
employees. 


The amendment proposed by the Brotherhood provides for cases of so-called 
‘partial’? abandonments. 


Under the proposal it is easy to foresee that many cases of reductions in 
staff would give rise to controversies as to whether or not they constituted 
“partial’’ abandonments. It would be unwise to recommend legislation framed 
in language of so loose and indefinite a character. 


No case of alleged hardship in recent years was brought to the notice of 
the Commission. The only case referred to took place in 1931 at Big Valley, 
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Alberta, when the terminal of the Canadian National Railways was allegedly 
abandoned. To bring out the facts of this case and the treatment received, it 
will be well to quote from the judgment of the Board, as follows: 


“From the above it is clear that the Canadian National Railways have not ‘aban- 
doned’ Big Valley, in the literal sense of that word. The applicants, however, contend 
that the retention of these men at Big Valley is mere camouflage and intended solely 
to escape the effect of Section 179. 


“The real point then to be determined in the case is, whether or not the applicants 
have established their contention in this respect, for I am satisfied that, if such were 
the case, we would be entitled to hold that within the meaning of the section the terminal 
had been abandoned.” 


The spokesman of the Brotherhood said that the object of the proposed 
amendment is to protect employees against sharp practices by the railways 
aimed at avoiding responsibility by making actual abandonments appear as 
being only ordinary operational changes. The Statute in its present form seems 
to provide adequate protection in such cases. 


No amendment is recommended to Section 179 of the Railway Act. 


Zee ELD cL DOL RS BOARD OPORT ADVISORY COUNCILS 


Submissions have been made from three sources requesting that the Com- 
mission recommend the appointment of Local Advisory Councils in connection 
with National Harbours. 


The submission of the Transportation Commission of the Maritime Board 
of Trade stated: 


“Tt can be anticipated that in this postwar period intensified interport competition 
will exert a tremendous pull in the flow of all available export and import traffic. 
The welfare of Saint John and Halifax has considerable at stake in the quantum of 
freight handled through those ports, yet, solicitation and promotional plans, apart 
from those of the railways (which) service the ports and steamship agents or owners, 
are wholly in the hands of the National Harbours Board. The existing arrangements 
and centralized control are not conducive to effective port promotion. 


This commission considers it in the best interest of the ports of Halifax and Saint 
John that the Federal Government appoint local port advisory committees from steam- 
ship interests, labour and the municipal authorities for the purpose of formulating 
plans in co-operation with port management directed to meeting future port require- 
ments, advising management on port matters of mutual interest, and undertaking 
promotional work within the bounds of a reasonable budget for that purpose.”’ 


The submission of the City of Quebec and of the Chamber of Commerce 
of the city of Quebec may be summarized as follows: that the present admin- 
istration of the Port of Quebec is unsatisfactory and that the Sir Alexander Gibb 
Report recommendation with respect to the appointment of local advisory coun- 
cils be adopted. 


The submission of the Halifax Board of Trade stated that the action of 
the Canadian Pacific Steamships Limited in transferring their steamships from 
Halifax to Saint John “brings to a climax a situation which demands an imme- 
diate review of the position of the Port of Halifax as to its facilities, its services 
and the steps to be taken which will lead to its future development and pros- 
perity’’. The submission also stated that the Port is served by only one railroad, 
namely the Canadian National and that it is unique in this regard. It urged 
the appointment of a local advisory council as recommended in the Report of 
Sir Alexander Gibb in 1932. 
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CONSIDERATION OF THE FACTS 
1. The Port of Halifax 


To deal first with the case of Halifax: The spokesmen for the city say that 

“the first step in improving conditions here is the appointment of a local advisory 

port council for this port as recommended in the Report of Sir Alexander Gibb 
in 1932’’. This Report says as follows: 


“Considerable latitude should be allowed to the port managers so long as their 
activities are directed to carrying out the policy laid down by the central authority. 
It is essential to avoid emasculating the local administration, since no centralized 
control can replace an efficient and active local administration, of the special knowledge 
and initiative of the local business community, both of which are vital to a port’s 
prosperity. 

For this latter reason I strongly advocate a local advisory council. There are 
very many aspects of port working which such a council can properly care for, such as 
the representation of the interests of private wharf owners, of local merchants and 
distributors, of local consignees and exporters, of the labour view, and of the attitude 
of Boards of Trade, Chambers of Commerce, Corn Exchanges and other such trade 
organizations, in addition to shipping. 

It serves very usefully to identify the community with the port; and to secure the 
support and interest of local Members of Parliament, the City Council, or provincial 
government in schemes, and so anticipate and meet criticisms from any such quarters, 
or action that might be prejudicial to the port. 

It is invaluable in exploring the possibilities of local markets, in carrying out 
advertisement and propaganda and in co-operation with interests likely to promote 
industrial developments. Finally, a local council provides a useful check on the tendency 
of more or less permanent officials to become stereotyped or arbitrary. 

The port manager would be ex officio chairman of the council, which would meet 
regularly and be consulted on all such matters as proposed developments, alterations 
in rates, important changes in operation. The members of the council should have the 
right of initiating discussions on matters of policy affecting the port, on any complaints 
raised by users of the port, and on questions of rates, charges, etc.; but not on any 
purely executive matters and they would have no executive duties or powers. 

The advisory council’s proceedings and recommendations would be submitted to 
the central authority; and they should have the right of direct access to the central 
authority, but not to any other department of government.”’ 


Following upon Sir Alexander Gibb’s Report Parliament in 1936 passed the 
National Harbours Board Act, 1936. This Act set up a central authority as the 
Report recommended, to be called the ‘National Harbours Board’’ which is 
now functioning. The statute does not contain provision for such an advisory 
council at each harbour as was recommended in the Report. The question of 
establishing these councils was discussed in Parliament at the time and the 
Minister of Marine made the following statement: 


“There is nothing in this bill which prevents the establishment of local advisory 
councils if it should be found that they are necessary. But it was considered that the 
port manager would give all the necessary local contact, and that there would not be 
need for local advisory councils. But if the need becomes apparent ... that local 
councils will be established, which may be carried out under the terms of the bill.” 


It is to be assumed, therefore, that the Government of Canada has in mind 
the possibility of appointing local councils whenever in the course of the adminis- 
tration of the National Harbours Board Act it seems advisable to do so. It does 
not appear proper to conclude, however, that the setting up of such a Board in 
Halifax would go to any considerable length in meeting what are said to be the 
requirements of that port. Sir Alexander Gibb’s Report in this particular indi- 
cates that the local council to which the Report refers is one which would work 
with the port manager and the central authority (the National Harbours Board) 
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exclusively. The recommendation states that the port manager is to be the 
chairman of the council and the council is to have the right of direct access to 
the central authority only. The proposal submitted on behalf of Halifax goes 
further and asks that the local advisory council have access to the Minister, 
and that moreover its members be entitled to travel to Ottawa to see the Minister 
whenever they judge it convenient to do so, at the expense of the Government. 
It seems that an organization of this character would become a body operating 
outside of the central authority and its existence might not be altogether com- 
patible with the proper functioning of the central authority. Moreover, the 
submission goes on to say “‘it is essential that the services of a properly qualified 
individual be engaged whose duty it will be to travel internationally selling the 
advantages of the Port of Halifax and securing traffic for it’. It seems to be 
implied that the remuneration and expenses of the person in question are to be 
paid by the Government of Canada. The fact, of course, is, as the submission 
on behalf of Halifax points out, that the port is not doing the business which 
those interested in it believe it should do and the Government is called upon 
to remedy this state of affairs by adopting the measure outlined. 


It is not easy to see how the Government could be expected to incur the 
expenses and set up the port advisory machinery which is suggested for Halifax 
without being called upon to do the same thing for the other National Harbours. 
There is no doubt that some of these at least would insist upon similar treatment 
being extended to them. If all these demands were acceded to the Government 
would find itself with a number of appointees travelling in foreign countries 
soliciting business for individual Canadian Ports competing very often among 
themselves. 


What the Port of Halifax needs is, of course, more traffic from and to the 
port. In so far as export traffic is concerned, it was alleged that the Canadian 
National Railways diverts a considerable part of its traffic to Saint John instead 
of Halifax. But it must be remembered that the routing of all railway traffic 
is fixed by the shipper and not by the railway. The shipper selects the port 
in which he believes his traffic will be handled the most expeditiously. Among 
other things this means that the shipper must have a reasonable assurance of 
his freight being transferred aboard ship with the least possible loss of time. 
These desiderata can only be brought about by the Port of Halifax being served 
by steamships and by the other facilities required for expeditious handling of 
traffic. These requirements are, of course, matters which the local advisory 
councils recommended to be set up by the Sir Alexander Gibb Report would 
not be qualified to bring about. 


2. The Port of Quebec 


The submission made on behalf of the Port of Quebec also asks that a local 
advisory council be established at the Port in accordance with the recommenda- 
tion of the aforementioned Report. 


Here again it appears that the disadvantage from which the Port of Quebec 
is suffering is of the same character as that complained of in the case of Halifax; 
it is the lack of shipping activity in the Port. If anything is to be done to remedy 
this state of affairs, it must be said, as has been said in the case of Halifax, that 
the setting up of such a local council as the Sir Alexander Gibb Report describes 
would not bring about the state of affairs which the Quebec authorities are 
anxious to secure. 


CONCLUSIONS 


In view of the character of the needs which appear to exist in regard to the 
above mentioned ports, it does not appear advisable to recommend to the 
Government the appointment of the local councils proposed by the Sir Alexander 
Gibb Report. 
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In the first place these councils would not meet the requirements of the 
situation. If they were appointed in one case, similar appointments would have 
to be made in all ports. In the second place the result of these appointments 
would probably be disappointing from the point of view of local interests because 
the Government itself and Government appointees could do nothing to favour 
any one Canadian Port to the detriment of another or of others. 


OPFOR Oe ALE yO KOE Gr USPS 


The Province of New Brunswick stated that the Chignecto Canal should be 
completed and that it should operate as a toll-free canal. It was stated in the 
province’s brief that it would provide an alternative means of transportation to 
overcome the difficulties created by long haul railway traffic and that it would 
develop industry within the province. 

The Province of Prince Edward Island also endorsed the proposal that the 
Chignecto Canal should be completed and similar endorsements were received 
from the Prince Edward Island Boards of Trade and the Maritime Board of 
Trade. | 

The Transportation Commission of the Maritime Board of Trade submitted 
that ‘‘the canal project should again be investigated in the light of changed 
conditions and circumstances to determine its practicability’. 


On June 22; 1950, the Chignecto Canal Committee presented a brief to the 
members of the Federal Government and later submitted the same brief to this 
Commission. The conclusions set out in this brief are as follows: 


“In conclusion we submit the Chignecto Canal should be constructed because: 
1. It was understood at the pre-Confederation Conference at Quebec in 1864, and at 
London in 1866, that the canal would be constructed. The undertaking was given by 
the delegates of Canada to those representing Nova Scotia and New Brunswick as an 
inducement for the latter to work for the entry of their province into Confederation. 
2. There have been many surveys of the Chignecto Isthmus since 1822 and with only 
minor differences of technical opinion all surveyors agree on the feasibility of the canal 
from an engineering standpoint. 
3. The four Atlantic provinces—two of which are islands—have transportation problems 
dual in character. Carriage by sea of their interprovincial and other external trade 
must be considered as well as transportation by rail. It is vitally important to their 
economy to shorten the sea routes between trading points and eliminate the circuitous 
ones. 
4. The canal will revive many native industries which flourished decades ago but which 
were unable to survive the pressure of ever-increasing rail charges. New industries 
will spring up in the Chignecto area, on both sides of the canal; existing communities 
will be enlarged and the economy of the surrounding countryside changed for the 
better. New traffic created will be shared substantially by the railways. 
5. The canal will reduce by 300 to 600 miles the present sea distances from Nova 
Scotia and New Brunswick ports on the Bay of Fundy to the St. Lawrence and the 
Great Lakes, and consequently lessen transportation costs of commodities moving 
between these areas. It will facilitate the establishment of new outlets for Maritime 
produce. 
6. It will shorten the distance from Prince Edward Island ports to the substantial 
markets for the Island’s vegetables and fisheries products in the eastern United States, 
thus cutting transportation charges. 
7. Speedy and direct communication by sea will be established between ports in northern 
New Brunswick and the Bay of Fundy ports which are now separated by the barrier 
of the 18-mile wide Chignecto Isthmus.” 


The Committee asked “not that another Royal Commission be appointed 
to provoke further controversy and delay but, pursuant to the recommendations 
of the Surveyer Commission, to renew the proposal, in the light of conditions 
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now existing, to ask that you, with all despatch, have plans and specifications 
prepared for a modern deep draught canal and commence construction at the 
earliest possible date’’. 


PREVIOUS COMMISSIONS 


As pointed out in the brief of the Chignecto Canal Committee, the proposal 
is not a new one. There have been many reports, surveys and commissions. 
It will be, however, sufficient in regard to the past to consider the report of the 
most recent commission, namely that of the Chignecto Canal Commission, dated 
November 9, 1933, under the Chairmanship of Dr. Arthur Surveyer. Its con- 
clusions may be summarized as follows: 


(a) Physically the project is feasible and a canal with locks would be 
required. 


(b) The cheapest and most satisfactory route available would be that 
known as the Missiquash route. 


(c) The construction of the canal would not result in any great stimulation 
of water-borne commerce, but it would result rather in the redistribu- 
tion of certain present traffic movements in the area immediately 
tributary to the canal. 


(d) There is a decided difference of opinion as to the value of the project 
among shipping men, the coastal trade hailing the proposed canal as a 
boon and those interested in the through business and established con- 
nections preferring the present line of communication. 


(e) If viewed merely as a stimulus to present water transport, as affording 
direct connection between the waters of the Gulf of St. Lawrence and 
those of the Bay of Fundy, the amount of direct effect and the interests 
to be served do not justify the expenditure involved. 


(f) As a through maritime highway it would not likely be attractive to 
shipping in view of the preferable navigation conditions in more open 
waters. In that connection too much weight ought not to be ascribed 
to distance. 

(zg) A canal at Chignecto would not likely have any bearing whatever on 
Canada-West Indies trade as it offers no advantage in either time or 
mileage. 


The Commission stated that it “is strongly of the opinion that the proposal 
to construct a canal at Chignecto offers no national or local advantages at all 
commensurate with the estimated outlay’’. 


ESTIMATES OF COST 


At the time of the Surveyer Commission estimates of cost were made for 
two projects: Project Number Three, so-called, being a canal 25 feet in depth 
with a 125-foot width at the bottom and locks 500 feet by 60 feet. Project 
Number Seven, so-called, being for a canal 18 feet in depth with a 70-foot width 
at the bottom and locks 300 feet by 48 feet. The estimated costs for Project 
Number Three were $39,000,000, and for Project Number Seven, $23,000,000. 
Project Number Three would accommodate freight vessels of the type engaged 
in the Bay of Fundy gypsum trade in 1933. Project Number Seven would 
provide facilities for navigation comparable to those provided at the Saint 
Peter’s Canal in Cape Breton. 


In December 1949 the engineer who made the estimates for the Surveyer 
Commission brought these estimates up to date taking into account increased 
costs, and he estimated the cost of Project Number Three would exceed 
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$90,000,000 and Project Number Seven, $54,000,000. The estimated annual 
charges for Project Number Three were in excess of $614 millions and for Project 
Number Seven in excess of $4 millions. 


NEw REASONS ADVANCED FOR CONSTRUCTION OF THE CANAL 


In the last few years two new reasons have been advanced for the construc- 
tion of the canal: (1) as a route to cheapen the cost of the transportation of iron 
ore from Seven Islands in the Gulf of St. Lawrence to Baltimore, and (2) as a 
stimulant to trade between Newfoundland and the United States Atlantic ports. 
It has been pointed out that the actual saving in distance between Seven Islands 
and Baltimore that would result from the use of the canal is only 140 miles and 
that when allowance is made for the delays necessitated by the navigation of 
30 miles of restricted channel and passage through two locks, the real saving 
amounts to only 85 miles. Furthermore, the new ore boats used in the trade 
are of such length, width and draft that a canal to permit the passage of such 
vessels would have to be at least 36 feet deep with locks 700 feet long and 85 
feet wide. The Commission is advised that it is impossible even to approximate 
what the cost would be of a canal of the dimensions necessary to accommodate 
these large ore carriers and it is also impossible to imagine that the use of these 
carriers would be abandoned in favour of smaller ships in order to effect a saving 
of 85 miles in a total sailing distance of 1,300 miles. 


With respect to the Newfoundland trade the actual distance that would be 
saved by the use of the canal route between St. John’s, Newfoundland, and 
Saint John, N.B., would be 94 miles. When allowance is made for delays due to 
canal navigation and lockages, the saving in sailing time would be equivalent 
to 36 miles. 


The distance to Boston from St. John’s via the canal would be 100 miles 
greater than via the direct route, and to New York 140 miles greater. The saving 
in distance between any port on the west coast of Newfoundland to Saint John, 
N.B., by use of the canal would be 200 miles, but even from these ports no 
saving would be effected on a voyage to Boston or any point further south. 


The economic study of the project made by the Surveyer Commission in 
1931 showed that the unit savings in transportation costs were such that to 
balance the annual charges resulting from the construction of the project the 
traffic required to make the canal a paying proposition ‘“‘would have to exceed 
the maximum annual capacity of the canal’. 


The estimated annual charges at the time of the Surveyer Commission were 
approximately $234 million for Project Number Three and $1.8 million for 
Project Number Seven. It will be observed that on the basis of 1949 estimates 
the annual charges have increased nearly threefold. 


CONCLUSIONS 


It is self-evident that conditions have changed vastly since the reports of 
the various commissions were made prior to 1931. Traffic now moves in this 
area by motor truck which was not a factor at the time of the previous reports. 
Substantially the same conditions pertain now as in 1931 (except that there is 
now much more truck traffic than at that time) when the Surveyer Commission 
said that there would be “rather a redistribution of certain present movements 
in the area immediately tributary to the canal’. 


There is certainly not sufficient evidence to justify the Commission in 
recommending a capital expenditure of at least $100,000,000 with annual charges 
in the neighbourhood of $61% million, more especially as the canal so constructed 
might be too small for certain types of traffic. The proposed Chignecto Canal 
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cannot be compared with canals such as those which exist in the Great Lakes 
in Canada where there is no alternative form of water transportation and where 
the traffic is of great volume. 

RECOMMENDATION 


For the reasons which appear above the Commission cannot recommend 
the construction of the Chignecto Canal. 


23. OPERATION OF PRINCE EDWARD ISLAND 
CAR FERRY, BORDEN-TORMENTINE 


Under the terms of Confederation upon which the Province was admitted 
to Canada in 1873 are the following: 


“Efficient steam service for the conveyance of mails and passengers to be esta- 
blished and maintained between the Island and the mainland of the Dominion, winter 
and summer, thus placing the Island in continuous communication with the Inter- 
colonial Railway and the railway system of the Dominion.”’ 


One of the main subjects placed before the Commission by the Province 
of Prince Edward Island had to do with the car ferry service between Borden 
and Tormentine which forms the sole connecting rail link with the railway system 
of Canada. ‘The car ferries operated on the service are owned by the Government 
of Canada but the management and operation are entrusted to the Canadian 
National Railways. 

The M. V. ‘“‘Abegweit’’ is an icebreaker well equipped to handle freight, 
passengers, automobiles and trucks. An older car ferry, the S.S. ‘‘Prince 
Edward Island” built in 1917, is used to replace the ‘‘Abegweit’’ when the 
latter is undergoing repairs, and to provide a second service during the congested 
period of “‘Old Home Week”’, which is one of the major annual events on the island. 

The complaints made were: 

That one car ferry cannot handle the traffic adequately. 

That the Canadian National Railways treats the management and 
operation of the car ferry “‘as if it were part of the railway operations’. 

This was alleged to have a detrimental effect on traffic to and from the 
island as hereinafter indicated. 

The solutions recommended by the Government of Prince Edward Island were: 

That an additional car ferry capable of handling freight, automobiles 
and trucks is imperatively required; 

That the operation of the car ferry service should be transferred from 
the Canadian National Railways to either the Department of Transport or to 
an independent ferry commission. 

As to the need for a second car ferry the Province submitted extensive 
evidence showing the increase in the volume of traffic as follows: 
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There were numerous complaints of delays and particularly of tourists 
having to wait to get to and from the island because of the inadequacy of the 
service provided by one ferry. 

The Province referred to the findings of the Duncan Commission that the 
ferry service was unsatisfactory in 1925, and the admission by the railway 
administration that there was need for supplemental provision being made in 
the form either of a second ferry boat or of a special freight boat. The recom- 
mendation was implemented by the S.S. ‘“‘Charlottetown”’ which when lost was 
replaced by the present M.V. “‘Abegweit’’. 

The Sirois Commission in 1938 stated that a reasonable ferry service had 
been provided and reasonable improvements made from time to time. But 
the provincial government points out that conditions have changed greatly 
since the Duncan Commission sat in 1925 and the Sirois Commission in 1938. 
Freight traffic has doubled, passenger traffic has greatly increased and auto- 
mobile and truck traffic has multiplied many times. 

The facts indicate that the representations made by the Province are un- 
doubtedly well founded. 

In the final argument Counsel for the Province stated that the position had 
improved very greatly since the regional hearings of the Commission in 
Charlottetown. Examples of the improvement were: (1) the ‘exorbitant rate’’ 
charged to trucks had been reduced from $30 per truck to $3 one way and $4 
return; (2) the second ferry S.S. “Prince Edward Island’’ had been put into 
operation for the summer months to operate from June 15 to September 15, 
but the Minister of Transport had indicated that if it did not pay its way this 
might be the end of the operation of the second car ferry during the summer 
months. . 

The position taken by the Province is that the operation of the second car 
ferry during the summer months should be carried on regardless of whether or 
not it is a ‘‘paying proposition”’; that it is not a question of commercial operation, 
but rather one of “‘service in the national interest’. 


The Province’s contentions were summed up by Counsel as follows: 


1. That it is the obligation of the Federal Government to provide ferry 
service to meet the increased requirements of traffic, and that the recent 
action taken in 1950 by the Government in providing for the second ferry 
for the summer months is a partial recognition of the obligation; 


2. That the Province by reason of its geographic disadvantages suffers in 
the way of transportation, and that therefore the Commission should 
recommend to the Federal Government the provision of a second ferry 
during the summer months, regardless of whether or not it pays its cost of . 
operation, and that this be made a ‘‘permanent policy”’. 


The Province refers to the recommendation of the Duncan Commission that 
this service ‘“‘should not be run as part of the railway operations, but should be 
run by the railway administration under separate account for the department’. 
The Duncan Commission said: ‘‘We feel that, by reason of its association with 
railway accounts, this service does not get the attention it deserves.”’ 


CONCLUSIONS 


1. The evidence shows clearly: (a) that the ferry service has been too closely 
tied to railway train schedules; (b) that the ferry service is regarded by the 
railway administration as a part of the railway service rather than as a trans- 
portation service to the people of the Province; and (c) that the attitude of the 
railway with respect to trucks and buses including the access of these latter to 
the ferry approaches and the excessive charges made until recently for trucks, 
is an indication of unsatisfactory conditions. 
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(Note: Since the above paragraph was written, the Commission has received 
information, of date the 23rd January, 1951, to the effect that the Canadian 
National Railways has now agreed to remove the pierage charges heretofore 
imposed upon buses approaching the ferry.) 

2. The dependence of the island on the ferry service is such that adequate 
ferry service must be established consonant with the reasonable requirements 
from time to time of the traffic to and from the Island to the mainland. 

3. This is especially true because of the importance to the Island of tourist 
traffic which is bound to be hindered if adequate ferry service is not provided in 
the summer months. 

4, The Province has established a clear case of the inadequacy of one ferry 
during the summer months and an additional ferry capable of transporting auto- 
mobiles should be operated during the period June 15 to September 15 each year. 
The guiding principle should not be whether the operation of the second ferry is 
financially profitable but rather whether the second ferry is reasonably required 
to meet the demands of traffic. Details of schedules, length of the period of 
operation and tie-in with train schedules can be worked out after operational 
experience. 

5. There appears to be no doubt that the operation of the Borden-Tormen- 
tine ferry service has not been satisfactory in the past. 


RECOMMENDATIONS 


1. The Commission recommends that adequate ferry service be provided 
between Borden and Tormentine consonant with reasonable traffic requirements. 

2. This will require the operation during the summer months of an additional 
ferry capable of carrying automobiles. 

3. The Federal Government should examine the traffic situation frequently 
to determine the adequacy of the ferry service. 


24. WOOD ISLAND-CARIBOU FERRY SERVICE 
AND 
PROPOSED WEST POINT-BUCTOUCHE FERRY SERVICE 


During the hearings in Charlottetown two briefs were presented dealing 
with ferry services between the Island and the mainland (other than the Borden- 
Tormentine route). 

The first brief was that of Northumberland Ferries Limited which operates a 
ferry service between Prince Edward Island and Nova Scotia with termini at 
Wood Island and Caribou. The complaint is that the present ferry must soon 
be replaced, that the company is not in a position to finance the new boat, and 
that additional ferry service is required on this route since at times long lines of 
traffic to and from the Island are held up. The Company also stated that the 
harbours at the terminal points needed dredging, that additional aids to naviga- 
tion were required, and that additional docking facilities and equipment per- 
mitting operation of the service at night as a temporary solution to the problem 
of waiting traffic should be provided. The Company receives subsidies through 
the Canadian Maritime Commission. 

The second brief was that of West Point Ferries Limited, which was incor- 
porated for the purpose of operating a ferry service between Prince Edward 
Island and New Brunswick with termini at West Point and Buctouche. The 
Company stated that the Borden-Tormentine route did not adequately serve 
the western end of the Island, that the Wood Island-Caribou ferry service was 
of no value to the western section of the Island, and that a ferry service between 
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West Point and Buctouche would put the west end of the Island in the same 
position as the east end, give access to wider markets and assist greatly the 
tourist trade on the Island. The Company made an application to the Canadian 
Maritime Commission for a subsidy to enable it to proceed with the project but 
the application was denied. The Company asked the Commission to recom- 
mend that a subsidy be granted and stated that the deciding factor should be 
whether the service is required, and not the cost involved. 

The Government of Prince Edward Island in its brief supports the West 
Point ferry project, and the Boards of Trade of Prince Edward Island endorsed it. 
The Boards of Trade also stated that the Wood Island service should have 
larger boats, more frequent, earlier and later crossings, and that there should 
be pier and harbour improvements at the termini of the Wood Island-Caribou 
route. 

CONCLUSIONS 


In each of these cases the main question involved is one of financial assistance. 
There is a body set up to deal with such matters — namely the Canadian Maritime 
Commission. There is no doubt that if the public necessity and convenience 
warrant it that body will deal with the respective applications on the merits of 
each case with due regard to the cost involved. 

No specific recommendation can be made in the case either of the present 
service being operated between Wood Island and Caribou, or in the case of the 
proposed service between West Point and Buctouche. Projects of this kind 
should be considered by the Government of Canada in the light of the great 
importance of the tourist trade to Prince Edward Island as well as the amount 
of expenditure involved in the case of each project. 

The need for additional facilities at the terminal points is a matter for the 
consideration of technical experts in the Department of Transport. 


25, PROBLEMS OF THE PORT Sr OU Siu. 3: 


The Louisburg Board of Trade claimed that the Port of Louisburg on the 
Eastern coast of Cape Breton in Nova Scotia is placed at a disadvantage due 
to the present rate structure, and the geographic position of the Port in relation 
to the railways. It was stated that while Louisburg is the only winter port in 
Cape Breton, its progress has been retarded because of the way in which the 
railway lines have been built in that territory. It was pointed out that the 
Intercolonial Railway had built its lines by the northerly route to Sydney, N.S.; 
that while a survey had been made to build the railway around the Eastern 
coast it had only been constructed as far as St. Peters, N.S., and that Louisburg 
is now reached by rail via the Intercolonial line of the Canadian National system 
to Sydney and thence via the Sydney and Louisburg Railway with added costs. 
It was also pointed out.in connection with shipments to or from Newfoundland 
that Louisburg is not an alternate port when North Sydney is closed, (as Halifax 
and Saint John are), because the additional rates of the Sydney and Louisburg 
Railway prevent the use of Louisburg. 

The railway known as the Sydney and Louisburg Railway is not a part of 
the Canadian National system; it is owned by the Dominion Steel and Coal 
Company and charges separate rates which are added to those of the Canadian 
National on through hauls. This railway is subject to the Railway Act, the 
Maritime Freight Rates Act and is under the jurisdiction of the Board of Trans- 
port Commissioners. 

The Louisburg Board of Trade suggested that ‘‘the area along the Eastern 
coast of Cape Breton from Little Bras D’Or to Louisburg should be made one 
zone with one freight rate for incoming and outgoing traffic in this area’. 
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In justification of this suggestion it was further stated that ‘this zoning system 
would enable fishermen moving along the coast in this area to load their catch 
at the most suitable point, and shipping coming on this coast could use the Port 
of Louisburg without added costs, delays and damage due to ice conditions” 
and, among other things, ‘‘it becomes all the more important that the Port of 
Louisburg be considered in view of the fact that it is open all the year round 
and is the only port on this Island where the Newfoundland traffic can be 
handled when ice conditions make the ports of Sydney and North Sydney 
inaccessible to the Canadian National Railways ferry service.”’ 


CONCLUSIONS 


In suggesting one rate zone for the eastern shore of Cape Breton, the 
Board of Trade overlooks the private ownership of the Sydney and Louisburg 
Railway. To follow the suggested remedy of one rate group for this territory 
would mean that Louisburg would have to be included in the Sydney rate group 
and the Canadian National would have to pay to the Dominion Steel and Coal 
Company (the actual owner of the railway) .the entire revenue of the line. Thus 
the Canadian National would have to absorb the total cost of making one rate 
group in this territory. There are about twenty other small railways in Canada, 
and if the principle suggested by the Louisburg Board of Trade were conceded, 
it would eventually mean that the Canadian National, or in some cases the 
Canadian Pacific, would be compelled to absorb the whole cost of reducing the 
rates of other railways to common rate groups with the two major railways. 
No such procedure can be recommended. This report deals elsewhere with the 
question of joint interline rates. It has been pointed out above that the Board 
of Transport Commissioners has jurisdiction over the Sydney and Louisburg 
Railway and its rates. 


26. PROPOSED RELOCATION OF MONCTON FREIGHT YARDS 


In a brief submitted by the Town Planning Commission for the Metropolitan 
Area of Greater Moncton it was stated that the situation of the railway within 
the centre of the city constituted a source of smoke, dirt and noise and that the 
main line of the railway, by virtue of intersections with streets of the city, 
created ten dangerous level grade crossings (eight in the heart of the city), 
eleven existing dead-end streets, causing detour of normal traffic flow and 
restricting the city’s growth; two ugly railway-over-street subways and two 
obsolete street-over-railway bridges. 


The Town Planning Commission outlined a plan which they said would 
gradually remove the existing yard trackage to a new location, do away with 
the level crossings and dead-end streets, eliminate the smoke, dirt and noise, 
remove the bridges and eliminate the subways. 


It was frankly admitted by the Chairman of the Town Planning Commis- 
sion that it was a ‘‘sweeping plan’’ but it was claimed that there would be 
advantages not only to the city but to the railway and that it was really a 
matter for negotiation with the railway rather than the passing of legislation 
to remedy the matter The Town Planning Commission stated that they had 
neither the funds, the staff nor the resources to investigate the plan and that it 
required both an economic study and a capital cost study. The witness pointed 
out that is was a matter involving much more than the Board of Transport 
Commissioners is customarily concerned with, and said: 


“They are concerned generally with the elimination of one or two level crossings 
and sometimes possibly three in a certain locality, but this is a sweeping plan that 
involves the elimination of ten at one fell swoop not by grade separation but by moving 
the main line of the railway.” 
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The Town Planning Commission recommended that the Commission’s 
Report include specific reference to this problem coupled with a recommendation 
that an official study be undertaken by a “‘Joint Engineering Investigating Com- 
mittee’? composed of four engineers appointed by the city, the railway, the 
Board of Transport Commissioners and the Department of Transport, and also 
that consideration be given to widening the powers of the Board under the 
Railway Act so that they may be “‘empowered to investigate or to instigate 
investigations into matters of this kind and make recommendations for corrective 
measures to promote safety and convenience and better living conditions in the 
areas affected”’. 


CONCLUSIONS 


It appears that, if a proper case can be made out by any municipality in a 
matter of this kind, and it can be shown that the plan proposed would be 
advantageous to both the community and the railway, the subject should 
become one of negotiation between the two parties involved rather than a matter 
of legislation. 


As to the proposal for a joint engineering investigating committee, there is 
no doubt that the assistance of engineers would necessarily be a part of any 
negotiations to be carried on. 


270 THE SAINT JOHNSGACEW AY 


Before the Intercolonial Railway became part of the Canadian National 
Railway System shippers had the privilege of routing traffic from originating 
points on the Intercolonial in the Maritime Provinces to Canadian destinations 
on the Canadian Pacific Railway via Saint John, New Brunswick, and Ste. 
Rosalie, Quebec. The Maritime Board of Trade stated that this privilege gave 
persons and industries located in the Maritimes an opportunity to have their 
traffic follow alternative routings. In 1925, after the Intercolonial became a 
part of the Canadian National Railway System, the Canadian National Railways 
cancelled the alternative routings provided in certain tariffs. This virtually 
cut out the Saint John Gateway on westbound traffic as the Canadian National 
hauled over its own lines substantially all the freight originating on the lines of 
its system in the Maritime Provinces destined to points competitive with the 
Canadian Pacific. In making this change the Canadian National Railways merely 
followed the practice of other railways on the continent of hauling traffic origi- 
nating on its own lines as far as possible before handing it over to another carrier. 


However, the Board, upon complaint of certain Maritime interests, suspended 
the tariffs of the Canadian National which had cancelled alternative routings 
via Saint John and Ste. Rosalie. (1926, 32 C.R.C. 37.) 


Upon the enactment of the Maritime Freight Rates Act in 1927, which 
required the substitution of new tariffs on July 1st of that year, the Canadian 
National again filed tariffs omitting alternative routings to points competitive 
with the Canadian Pacific. 


This action on the part of the Canadian National was followed by an applica- 
tion by the Maritime interests to the Board, the substantial objective of which 
was to restore the alternative routing privilege as it had existed before 1925. 
The Board ordered accordingly.!. The Supreme Court held on appeal? that the 
Board had no jurisdiction under the Act to order rate reductions on freight 
routed to points west of Montreal from points on the Canadian National Railways 
(on which reductions are compulsory) via Saint John and thence over the Cana- 


1C.N.R. v. Nova Scotia /1927, 34 C.R.C. 207. 
2C.N.R. v. Nova Scotia |1928, S.C.R. 106. 
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dian Pacific Railway (on which deductions are only optional), but may order 
reductions on freight routed via Ste. Rosalie which is a junction point of the 
Canadian National Railways. 


The Maritime Board of Trade referred to the Report of the Duncan Com- 
mission which said that the question of the retention of open gateways at Saint 
John and Ste. Rosalie Junction was still open for review by the Board. They 
argued that there is no indication that such a withdrawal of routing privileges 
was intended to be effected in the recommendations of the Duncan Commission. 
The Maritime Board of Trade accordingly submitted an amendment to Section 
9 of the Maritime Freight Rates Act which would have the effect of enabling 
the Board to order alternate routings via Saint John or Ste. Rosalie. 


The amendment proposed by the Maritime Board of Trade to Section 9 of 
the Maritime Freight Rates Act, in so far as it affects the present question, reads 
as follows: 


‘‘Add a new Subsection 5 to read: 


‘5. Where freight traffic similar to the preferred movements under 
this Act moved over any continuous route provided by any joint tariff of 
tolls or rates that existed prior to the coming into force of this Act, such 
traffic shall be deemed to be preferred movements if other companies owning 
or operating lines of railway in, or extending into, the select territory meet 
the statutory rates referred to in Section 7 of this Act.’ 

‘‘Add a new Subsection 6 to read: 


‘6. The Board on the application of any company or person desiring 
to forward traffic over any continuous route in the select territory and 
involving movements similar to preferred movements which the Board 
considers a reasonable and practicable route, or any proportion thereof, 
may recommend a joint toll or tolls subject to this Act for such continuous 
route on acceptance of the application of this Act by the other companies 
defined under this Section, and in the event of the failure of the companies 
to agree on the apportionment the Board may, by order, apportion the toll 
or tolls and may determine the date when the toll or tolls shall come into 
effecti4 


The Canadian Pacific Railway favours the proposed amendment. 


The Canadian National Railways strongly oppose the amendment on the 
following grounds: 


ist. At the present time traffic originating at Canadian National points 
destined to points on the Canadian Pacific west of Montreal can only 
be routed via the Ste. Rosalie Gateway, but if an alternative routing 
via Saint John were permitted the shipper could give the short haul to 
the Canadian National and the long haul to the Canadian Pacific; 

2nd. It is a principle of railway practice recognized in Canada and the 
United States that a railway should not be compelled to short-haul 
itself; 

3rd. The matter of gateways is a large question and should be considered 
as a whole; it is not fair or just to consider one instance by itself as 
there are many situations where the Canadian National Railways is 
placed at a disadvantage as the Canadian Pacific Railway is placed 
here. It would require considerable study and much evidence of a 
technical nature before any recommendation could properly be made; 

4th. There is no evidence which would justify a recommendation of the 
proposed amendment; 

Sth. It would divert traffic from the Canadian National, which that Com- 
pany now has, to the Canadian Pacific; and 


6th. The matter of gateways is one for the Board to deal with. 
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CONCLUSIONS 


It is apparent from the decision of the Supreme Court of Canada, C.N.R. 
v. Nova Scotia, 1928, S.C.R. 106, that as the Act presently stands the alternative 
routing cannot be ordered by the Board and the Canadian Pacific Railway enabled 
to obtain the subsidy payable under the Act. 


If the gateway were opened the Canadian National Railways could be com- 
pelled to short-haul itself. 


The amendment to the Maritime Freight Rates Act proposed by the Mari- 
time Board of Trade is not recommended. 


28: EXTENSION: OF SCHEDULEs*A*1ORMIOWN PARIFReRATES 
TO NORTHERN ONTARIO 


As explained in the section entitled ‘Distributing Rates’’ a scale of such 
rates, also known as ‘‘Schedule ‘A’ Rates’’ or ‘‘Town Tariff Rates’’, is in effect 
between the larger cities of Ontario and Quebec and points in the territory 
bounded on the west by Windsor, Ontario, on the east by Montreal, Quebec, 
and on the north by a line drawn from Montreal to Sault Ste. Marie, Ontario. 


The scale also applies locally on the Ontario Northland Railway, which is 
owned by the Province of Ontario but is not subject to the Railway Act nor the 
Board of Transport Commissioners except for a small portion of the line entering 
into the Province of Quebec. The Schedule ‘‘A’’ scale however does not apply 
jointly between other railways and the Ontario Northland Railway. 


The Schedule ‘‘A”’ rates were prescribed by the Board in the so-called Inter- 
national Rates Case in 1907 and approximated the level of rates on the American 
lines in that year between Detroit and Port Huron, Michigan, and Buffalo, New 
York and points in Canada, on the ground that Canadian shippers should enjoy 
the same rates as the Canadian railways were according to American shippers. 
Since the American lines themselves penetrated Canada in Southern Ontario 
and as far as Cornwall and Ottawa, Ontario, and Montreal, Quebec, it was this 
competitive situation which led the Board to remove the discrimination in 1907 
between the international and local Canadian rates. The territory in which these 
rates applied was confined to points on and south of the Ottawa River, but was 
extended in 1922 to Sault Ste. Marie, Ontario. 


North and west of the territory described, the rates to and from Southern 
Ontario and Montreal were made by “‘arbitraries’’ over North Bay in some cases, 
and in other cases on a basis which approximated the standard mileage rates. 


The Ontario Mining Association complains of the high freight rates in the 
latter territory on explosives, iron and steel and chemicals—all carried at class 
rates or at commodity rates related to class rates. The Association refers to the 
principle of equilization of rates, in this case between Northern Ontario and 
Southern Ontario. It submits comparisons showing the rates from Montreal 
to the Northern Territory which are from 9.4% to 38.5% higher than from 
Montreal to Southern Ontario. 


The Association makes the following observations and recommendations: 


“It appears to us that the time has long passed since the railways should have 
been giving attention to the extension of the Southern Ontario basis to other points 
in the Province. The expansion of industry and of agriculture has been so vast since 
the Schedule ‘A’ basis was established in 1907 and even since its extension in 1922, 
that a widening of the scope of this scale appears to be now warranted.” 
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As to the rates to the Ontario Northland Railway the Association states: 


“To points on the Ontario Northland Railway, Schedule ‘A’ rates are exceeded 
by as much as 46% but these rates are not submitted for your consideration as we 
understand your inquiry is restricted to matters of transportation under Federal 
jurisdiction. However, in this connection, we draw attention to the fact that, as far 
as joint rates to Ontario Northland Railway points are concerned, the participating 
railways including the provincially owned Ontario Northland Railway, are not subject 
to the Board of Transport Commissioners for Canada, an anomaly which appears 
manifestly unjust.” 


CONCLUSIONS 


With respect to joint rates, between the railways now subject to the Railway 
Act, and the Ontario Northland Railway, the position is as stated by the Asso- 
ciation; as the Board has no jurisdiction over the Ontario Northland Railway 
it has, of course, no power to prescribe lower through rates, even though it has 
jurisdiction over the other railways. There is no recommendation to be made on 
this subject. 


CLA DE aval 


RECAPITALIZATION OF THE CANADIAN NATIONAL RAILWAYS 


Paragraph 2(c) of Order in Council P.C. 6033, directed the Commission to: 


“Review the capital structure of the Canadian National Railway Company and report 
on the advisability, (or otherwise), of establishing and maintaining the fixed charges 
of that Company on a basis comparable to other major railways in North America.” 


A. CAPITAL STRUCTURE OF CANADIAN NATIONAL RAILWAYS 
AS AT 31ST DECEMBER, 1949 


The capital structure of the Canadian National Railways as at 31st December 
1949 may be summarized as follows: 


Long Term Debt 


Fumded debtuheld byspublic’. Vays .cten ceed tae mal aes bck = cee see $ 612,380,194 
Funded debt held in special funds (made up mainly of Pension and Insur- 
ance undsy 28! Fo) CaP aE ol Wy one ate a Bec. ce, Pre cen eee ee 12,485,725 
Tetal' funded: debt 1 9.47. [ONE . CR re ee ere 624,865,919 
Capital stocks, of subsidiary companies, held by public. .+ 2. tau sc. cee. 4,560,290 
Total of system securities held by public or for special funds..... 629,426,209 
Government of Canada =— Loans Wyle yen rt eee ee en a ee 743,661,161 
Total debt and system securities exclusive of proprietor’s equity 
SECUTIEIES:. b, Roses 6 5s Me eee eee ce 1,373,087,370 


Proprietor’s Equity — Government of Canada 
1,000,000 shares of no par value capital stock of Canadian National Railway 


Conipany:,'! .2.. Haw aaa. sateees eee | Bek ena, Wrens) LI ada 18,000,000 
5,000,000 shares of no par value capital stock of the Canadian National Rail- 
Ways OeCUrities Lrlst.. test ie tore teeta on ae Skee ee 378,518,135 
Capital Expenditure by Government of Canada on Canadian Government 
Railways, diy’. haluye aldo. sags eee ats aR ee ee ee a een 377,930,580 
‘Lotal)Proprietor’s. BQ uit yep el ntaanie eee clean eee tee ee 774,448,715 
Total debt, system securities in hands of public, and proprietor’s 
SCI ICY ie disse ar sagen ace tas See eRe eo ee ee $2,147,536,085 


Attached as Appendix ‘‘A”’ is a condensed statement of earnings as shown 
by the Company’s financial statements for the years 1923 to 1949 inclusive. 


B, PIxXep CHARGES 


‘Fixed charges’’, when applied to railroad accounts, has a very specific 
meaning as a result of the Accounting Classification for Steam Railroads, issued 
by the Interstate Commerce Commission, and which is used not only by all 
Class I railroads in the United States but has been adopted in large part by the 
Canadian National Railways and the Canadian Pacific Railway Company. 


Under the form of income statement which is laid down in this accounting 
classification, the following items are included under the heading of ‘Fixed 
Charges”: 

1. Rent for leased roads and equipment 

2. Interest on funded debt 

(a) Fixed interest not in default 
(b) Interest in default 
3. Interest on unfunded debt 
4, Amortization of discount on funded debt. 
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As will be seen from the following summary of fixed charges of the Canadian 
National Railways for 1948 and 1949, rents for leased roads and amortization 
of discount are relatively unimportant and it would appear that the Order in 
Council has reference to interest charges on borrowed capital. 


1949 1948 
Rent for Leased Roads and Equipment................. $ 699,844.10 $ 720,599.32 
interest‘on Wattinded Deper wig, a, i) Rega Bie, 333,994.64 282,713.40 
Amortization of Discount on Funded Debt.............. 1,497,122.72 508,564.04 
interest.onsFunded, Debtie- Public. celiac 4d. u teow es ar 24,302,650.99 23,202,817.69 
Interest on snverninent [.Oansr..). 4 Mi sccucet dass sielala duns 21,798, 283.58 24:627:032.02 


$48,631,896.03 $46,341,727.27 


C. HISTORICAL ORIGIN OF CAPITAL STRUCTURE 


A concise history of the formation and the original composition of the Cana- 
dian National Railways is set out in the company’s Submission (Exhibit 214) 
and is quoted hereunder: 


“Canadian National Railway Company was incorporated by Chapter 13 of the 
Statutes of 1919. The preamble to the Act states that whereas His Majesty had 
acquired control of the Canadian Northern Railway System, it is expedient to provide 
for the incorporation of a company under which the railways, works and undertakings 
of the companies comprised in the Canadian Northern System may be consolidated 
and together with the Canadian Government railways operated as a national railway 
system. By Order in Council P.C. 2094, dated October 4, 1922, directors of Canadian 
National Railway Company were nominated. By Order in Council P.C. 115, dated 
January 20, 1923, the management and operation of Canadian Government railways was 
entrusted to the Canadian National Railway Company. By agreement dated January 
30, 1923, approved by P.C. Order 181, dated January 30, 1923, the Grand Trunk 
Railway Company was amalgamated with the Canadian National Railway Company. 
The Grand Trunk Pacific Railway System which was fully controlled through stock 
ownership by the Grand Trunk Railway is now fully controlled by stock ownership 
by the Canadian National Railway Company. Under the Canadian National Capital 
Revision Act of 1937 the capital stock of the Canadian Northern Railway Company 
was transferred from the Government to the Canadian National Railway Company 
and therefore is now fully controlled by that Company through stock ownership. 
The situation therefore is that the Canadian National Railway Company has absorbed 
by amalgamation the Grand Trunk Railway Company of Canada, it controls the 
Canadian Northern and Grand Trunk Pacific Systems through stock ownership and 
has been entrusted with the management and operation of the Canadian Government 
Railways. These four principal railways including their subsidiaries are generally 
referred to as Canadian National Railways or Canadian National Railways System. 
Operations as a unified system commenced January Ist, 1923.” 


The capital structure of the Company was drastically revised as a result 
of the Capital Revision Act (1937). As stated in the Canadian National Rail- 
ways’ brief, this Act did not deal with the large funded debt of the system in 
the hands of the public but was a revision of the relationship between the 
Government and the Canadian National Railways. The following is a portion 
of the explanatory statement made by the Right Honourable C. D. Howe, 
Minister of Transport, before the Standing Committee on Railways and Ship- 
ping owned, operated and controlled by the Government, on February 18, 1937: 


“Por the information of the Committee, I submit a brief outline of the provisions 
of Bill No. 12. 


“This is a measure to authorize, along constructive lines, reasonable adjustment 
of the present unbalanced and excessive capitalization of Canadian National Railways. 
The adjustment confines itself to the relationship between the Government and the 
railway and does not deal, in any way, with the funded debt of the railway in the 
hands of the public. 
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“As between the Government and the railway, the plan preserves in full all capital 
sums invested by the Dominion in the railway: any amounts to be eliminated relate 
to losses in operation and interest charges. Worthless capital stocks are to be written 
off on the basis of arbitration awards. 


“At various times the proposal for C.N.R. capital adjustment has been attacked, 
particularly on the ground of its being some sort of an attempted deception of the 
people of Canada and as doing violence to the principles of sound finance. Such 
criticism is without foundation and obscures from the people of Canada the true purpose 
of the plan with its ultimate advantages to the Dominion and the railway. It ignores 
the expressed views of competent and impartial tribunals as well as the terms of the 
financing legislation since 1932. It runs counter to the usual financial and accounting 
practices of corporations under similar conditions. Further, this criticism refuses to 
recognize the effect of the events of the last twenty years on present day realities, in 
that the position of the Dominion has come to be essentially that of shareholder and 
proprietor in the Canadian National Railways—not of creditor in the ordinary sense. 


‘At a later point in my remarks I shall deal more specifically with these matters. 


“2. Summary of Adjustments 


‘‘The main purposes of the capital adjustment plan are: 


“First: to eliminate duplication of liabilities and losses of some one billion five 
hundred million dollars between published accounts of the National Railway System 
and those of the Dominion as shown by Public Accounts. 


“Second: to centralize the corporate stock control by the Dominion of all com- 
panies now comprising the National Railway System through one company, i.e. the 
Canadian National Railway Company. This preliminary step is correlated to 


(i) the legal amalgamation of certain constituent companies of the system with a 
view to effecting ultimate savings in accounting and other costs, and 


(ii) the unification of certain funded debt issues of the National Railways through 
refunding issues in the name of the parent corporation, Canadian National Railway 
Company, for the purpose of bringing about savings in interest and other costs. 


“Third: the elimination from the corporate books of those capital stocks deter- 
mined by arbitration tribunals to be without value. 


“Fourth: the preservation through the Securities Trust of the priority rights of 
the Dominion in respect of certain unguaranteed securities and subsidiary company 
capital stocks held by the public. 


‘“‘The proposed revision of the railway balance sheet does not in any way increase 
the net debt of Canada as shown by Public Accounts. This is because the relative 
capital stocks (as written down) were acquired without cash payment by the Dominion 
and because the old debentures, the loans applied for both capital and deficits, the 
accrued interest on loans and the appropriations for Canadian Government Railways 
capital investment have already been embodied in the net debt of Canada. 


‘‘A condensed summary of the consolidated balance sheet revision, on the basis 
of the 1936 accounts, is as follows: 


Write-down of capital stocks and old debentures by 


concurrent reduction of property accounts........ $ 262,770,972.03 
Elimination of loans applied for deficits by concurrent 

réduction ofi:deficit 'accountialh? 4 Yee P88 $373,823,120.38 
Elimination of accrued interest on loans by concurrent 

reduction GF déhcit accounts cfr: o. meee es bee eee 530,832,597.67 904,655,718.05 


Total reduction in Capital and hiabilities............. $1,167,426,690.08 


RECAPITALIZATION OF THE CANADIAN NATIONAL RAILWAYS 183 


__ ‘In addition to the above, the adjustment plan includes the transfer from ‘Lia- 
bilities’ to ‘Dominion Government—Proprietor’s Equity’ of the following: 


Loans applied for capital purposes — represented in the five million shares 
Givapital stock ol phe Securities Wrists. tree ae eae ok hale ore dee $270,037 ,437.88 


Appropriations for Canadian Government Railways capital investment... 388,290,263.52 
658,327,701.40 


Transfer of residual value of Canadian Northern capital stock to the Cana- 
dian National Company and the issuance by the latter of its capital 


cyeijd <i 4 os Lee aiarae gm cto Aik ei wed a pm capa abcbn Clara Ao) 1 wer HA eg er aM ag See 18,000,000.00 
Total of ‘Dominion Government-Proprietor’s Equity’ preserved on the Con- 


eo garectbalanee Seep, 2. tt, oe es ate ante Oe ea. ae $676,327,701.40 


“Tt is important to note that any capital investments by the Dominion are con- 
tinued, at the face value, on the balance sheet without diminution; the amounts eli- 
minated in connection with loans having to do only with the sums lost in operation 
and accruals of interest.” 


As stated in the foregoing the ‘‘Proprietor’s Equity” as at the 31st December 
1949 was $774,448,715.00. The increase of $98,121,014.00 since the 1937 revision 
is made up of the following: 


Increase in the value attributed to the Canadian National Secur- 


IPICSMErIVSEREE NC MeUeT panei 00 ys SR Bd ee SS $108,480,697 
Represented by 
Surplus earnings capitalized 1941 to 1945, inclusive....... $112,502,061 
becsae-netcapitalolosses.ai soiling ch. sm dd Bites! Lala 4,021,364 
$108,480,697 
Less—net reduction in value of Capital Expenditures by Gov- 
ernment on Canadian Government Railways............ 10,359,683 
$ 98,121,014 


D. PROPOSALS 


1. Canadian National Railways 


In the brief submitted by the Canadian National Railways, the following 
recommendation appears: 


“To achieve comparability of fixed charges with other major railways but excluding 
relief in respect of the lines operated in the public interest, that portion of the bonded 
indebtedness of the Canadian National as is held by the Government should be con- 
verted to equity capital. To provide the relief required in respect of the lines operated 
in the public interest, the publicly held bonded indebtedness of the Canadian National 
should be assumed in whole or in part by the Government or alternatively relief should 
be provided by such other action as can best be adapted to the needs of the situation.” 


In the statement submitted by the President of the Company, the original 
proposal is expanded and amended and the following specific proposal is made: 


“Tt is submitted that by ordinary commercial standards, the entire interest- 
bearing capital should be converted to equity capital. However, in view of the practical 
difficulty in the way of converting the interest-bearing capital in the hands of the public 
into equity capital at this time; and having regard to the potential earnings of Canadian 
National System, which are considerable and may in some degree offset the adverse 
factors here considered; and on the assumption that the present imbalance which 
exists between railway rates and railway costs will be removed by adequate rate 
increases, I submit the following as an appropriate adjustment: 

(1) The $760,000,000 of interest-bearing obligations held by the Government should 
be exchanged for equity capital and reflected in the balance sheet as such. ; 


(2) The Government should acknowledge an indebtedness to Canadian National in 
the amount of $300,000,000 to bear interest at 3% until discharged. This would 


e 
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be set up in the accounts of Canadian National as a capital fund to be drawn on 
from time to time to retire interest-bearing obligations in the hands of the public 
or for capital additions to the property. As consideration for the acknowledgement 
of the indebtedness aforesaid, Canadian National would issue a commensurate 
amount of equity stock to the Government. 


(3) Future development lines should be financed to the extent of not more than 60% 
by interest-bearing securities, the balance to be supplied by the Government 
against the issue by Canadian National of a commensurate amount of equity stock. 


“Tt is my considered opinion, concurred in by the Board of Directors, that nothing 
short of these measures can be deemed adequate treatment of the capital structure of 
Canadian National. These measures, if put into effect, should enable Canadian 
National, on the average, to meet its fixed charges, including interest on funded debt. 


“T submit very earnestly that the adjustment of the capital structure of Canadian 
National is long overdue and that for the reasons set forth in the Submission filed by 
Canadian National with you in October last, as well as for the further reasons already 
presented and to be presented during the course of these sittings, your Commission 
should recommend that it should now be adjusted.” 


In his introductory remarks the President also made the following statements: 


“At the same time the financial results of the Canadian National distort the true 
efficiency with which the System’s operations are conducted. It is urgent that the 
true operating results be clarified.” 


“A realistic capitalization of the Canadian National must of necessity be related 
to its future earning power. The historical record is only of value as offering some 
basis for forecasting future results. The earning power of the Canadian National 
from 1923 to date shows wide fluctuations. In some years earnings available for interest 
charges and other corporate needs have been substantial. In some other years, although 
there has been an operating surplus, there has been a deficit even before fixed charges. 
It is significant that the periods of high earnings were short-lived and came under boom 
or war conditions. They are therefore not to be taken as indicative of the situation 
which could be expected to prevail normally or in the future. Moreover, during periods 
of low traffic, maintenance costs were reduced to some extent at the expense of the 
property and therefore the historical record overstates its earning power.” 

“Future operations will be burdened to some extent by the deferred maintenance 
of property and the deferred renewal of equipment resulting from war services of the 
System. While, during the period of high earnings, reserves were set up to meet such 
expense, they have been seriously depleted by postwar inflation. Due largely to infla- 
tion, rolling stock of the System stands in the accounts at figures far less than replace- 
ment cost. As a consequence, as replacements occur there will be an inflation of capital 
which, in turn, will adversely affect earnings through increased depreciation and 
interest charges, even when due allowance is made for the fact that the new equipment 
will be of an improved design, have greater usefulness and be more economical to 
operate than the equipment being replaced.” 


The President states that after careful study he has come to the conclusion 
that to show results which would meet commercial tests, the amount of interest- 
bearing capital which should be included in the capital structure should be of 
relatively small proportions in contrast to the present total of $1,344,000,000. 
He further discusses at some length what he terms the excessive capital burden 
of the Canadian National Railways summarized as follows: 


‘‘Interest-bearing obligations assumed with acquisition of insolvent railways $ 804,000,000 


Run-down and semi-finished condition of properties taken over........... 100,000,000 
Co-ordination jeosts< tit aha 00 De DA ee ie et ee te Leite 3 290,000,000 
Canadian: Government»Ratlwaiys: eid iin sal eee es foie « erode 135,000,000 
Effect of Acquisition of unremunerative lines in National interest......... 170,000,000 
Eiect of evelopment Lines, sta s hdc ais Maan ie i ea ae ee eae 34,000,000 


$1,533,000,000 

“This statement evidencing excessive capital debt burden of $1,533,000,000 (which 

is in excess of the Fixed Charge Debt of Canadian National of some $1,344,000,000) 

supports the conclusion that an undue proportion of the capital invested in the Cana- 
dian National system is represented by interest-bearing securities.” 
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The effect of the Company’s proposals on the 1948 figures of the Canadian 
National Railways, which are those referred to in the Company’s submission 
and in the President’s statement, would be to reduce the interest charges for 
the year from $44,829,000 to $14,202,000; that is, by a sum of $30,627,000. 


2. The Canadian Federation of Agriculture 


The Canadian Federation of Agriculture made the following recommenda- 
tion: 

‘We recommend that the amount of the ‘Loans for repatriation of U.K. securities’ 
and ‘Loans for debt redemption’ ($670,365,090) be entered in the Proprietor’s Equity 
(Government Equity) of the liabilities as additional securities trust stock, and the 
Government cancel these outstanding interest-bearing securities. The balance of the 
government-held debt would remain as railway debt.” 


3. The Canadian Pacific Railway Company 


The Canadian Pacific Railway Company made the following general state- 
ments regarding the revision of the Canadian National Railways capital structure 
in its main submission (Exhibit 139A): 


“54. Canadian Pacific has no direct interest in the financial affairs of Canadian 
National. It believes that the present management of Canadian National has achieved 
a high degree of efficiency in the operation of the railways committed to its charge. 
Any measures designed to provide an incentive to continued and increasing efficiency 
on the part of the Canadian National or any other railway are desirable. Nevertheless 
Canadian Pacific would be deeply concerned in any reduction in the fixed charges of 
Canadian National unless the principle is recognized that Canadian National should be 
permitted to earn a reasonable return on a reasonable level of railway property invest- 
ment. 

“55. Canadian Pacific as a privately-owned enterprise, is competing with Canadian 
National as a government-owned enterprise. Heretofore, Canadian Pacific has been 
the yardstick accepted by the Board in fixing the level of freight rates in Canada. 
It has no desire to exclude Canadian National as an element to be considered in fixing 
freight rates but it points out that unless rates are fixed at such a level as will enable 
Canadian Pacific to earn sufficient to provide a reasonable return on its property invest- 
ment, it can no longer as a privately-owned enterprise attract to it the capital needed 
in its business. A reduction in the amount of the fixed charges of Canadian National, 
unaccompanied by some statutory assurance that its permissible earning power as a 
railway would not thereby be reduced, would offer a serious threat to the ability of 
Canadian Pacific to continue to function as a privately-owned railway system.” 


The Canadian Pacific Railway Company called three witnesses in connec- 
tion with the Canadian National Railways recapitalization proposals. One of 
the witnesses recommended: 


1. That the imbalance between revenues and the increased costs of labour and materials 
should be lessened as much as possible by further freight rate increases. 


2. That $391 million of interest-bearing obligations held by the government, which 
were issued in connection with the repatriation from the United Kingdom of C.N.R. 
securities, should be exchanged for income bonds in accordance with the suggestion 
of Mr. R. C. Vaughan and so reflected in the balance sheet. 


3. That the acknowledgement of an indebtedness by the Government to the C.N.R. 
of $300,000,000 should not be considered. 


4. That future development lines other than those created for national policy reasons 
should, like all other additions and betterments, be financed in the normal commer- 
cial manner, and those created for national policy reasons financed entirely at govern- 
ment expense and their operations segregated as a government enterprise until 
they become commercially sound or become an integral part of the system. 


5. That a portion of surplus earnings, after payment of interest fixed and contingent, 
should be retained to provide funds for improvements and betterments and the 
balance paid to the government as a return on its equity capital.” 
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The Provinces did not make any definite recommendations on a revised 
capital structure for the Canadian National Railways. 


E. CANADIAN NATIONAL RAILWAYS SECURITIES TRUST 


The submission of the Canadian National Railways outlines the reasons 
for the creation of the Canadian National Railways Securities Trust, and its 
relation to the Railways. This submission may be summarized as follows: 


The Securities Trust is a corporation created by Section 12 of the Canadian 
National Railways Capital Revision Act 1937. Its entire capital stock is held 
by the Minister of Finance on behalf of His Majesty. The stock was issued in 
consideration of the transfer to the corporation by the Government of its claims 
against the Canadian Northern, Grand Trunk and Canadian National Railways 
for loans and accrued interest thereon. 


The Trust was created for the purpose of acquiring and holding the Govern- 
ment claims against the railway corporations in the same way and with the same 
rights as if they had been held by the Government. There were certain securities 
held by the public (now amounting to $4,560,290) which it was considered might 
be improved or advanced in their ranking or priority if the Government claims 
against the various railway companies were cancelled. 


Since the formation of the Securities Trust, a substantial portion of the 
Railways’ securities has been retired, and as a result of this large debt reduction 
the securities held by the public have little significance in the over-all picture. 


It is considered that the purposes for which the Trust was created could 
now be served just as effectively if the capital stock of the Trust were held by 
the Canadian National Railways rather than by the Government, and that such 
a procedure would simplify the capital structure of the Canadian National 
Railways without impairing the safeguards provided in the original arrangement 
or without changing the Government’s interest in the Railways. 

The submission recommends that the 5,000,000 no par value shares of the 
Securities Trust which are now held by the Government be turned over to the 
Canadian National Railways in exchange for an equivalent number of no par 
value shares of the Railway Company. 


F, WHAT USEFUL COMPARISONS, IF ANY, CAN BE MADE IN THE CAPITAL 
STRUCTURE OF THE CANADIAN NATIONAL RAILWAYS, A GOVERN- 
MENT-OWNED ENTERPRISE, AND PRIVATELY-OWNED RAILWAYS ? 


It is not clear from the terms of the Order in Council what is meant by 
comparability with the other major railways in North America. Comparisons 
can be and are made of fixed charges and funded debt on any one of the following 
bases: 


(a) The relationship of funded debt to the total capital structure of the company; 
(b) The relationship of the funded debt to the investment in railway property; 
(c) The relationship of fixed charges to gross earnings; 

(d) The relationship of fixed charges to earnings available to pay such charges. 


Any one of these comparisons or a combination of them is useful and impor- 
tant when dealing with the capital structure of private corporations. 


The Canadian National Railways, in its submission, and throughout the 
evidence of its witnesses, as well as in the arguments of Counsel, has dealt 
exhaustively with comparisons between the fixed charges and the funded debt 
of the Canadian National Railways and the Canadian Pacific Railway Company 
and certain Class I United States roads. 
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The Canadian National Railways dealt at length with the reasons for its 
present financial situation. 


It is stated that the reasons for the difficulties are threefold: 


“(1) The Canadian National is burdened with excessive fixed charges. 


(2) The Canadian National is obliged in the public interest to operate, without due 
compensation, as a matter of national policy and as an instrument of national 
development, considerable mileage of marginal and non-paying lines. 


(3) Railway tariffs of rates and tolls have not kept pace with increased costs of labour 
and materials.” 


These reasons do not appear particularly important in considering a revision 
of the capital structure of the Canadian National Railways (if that is deemed 
desirable) except to the extent that the Commission can learn from the past and 
avoid making changes which will be classed as mistakes by future generations. 
The Commission is not required to correct what are alleged to be past mistakes 
but rather, if it should be considered advisable, to suggest some revision of the 
present capital structure of Canadian National Railways and of its fixed charge 
burden, having regard to existing conditions and its earning power. 


While it is not proposed to review here the arguments regarding the alleged 
mistakes of the past and in particular of saddling the Railways with $804 millions 
of interest-bearing obligations at the time of the consolidation in 1923, it is 
nevertheless interesting to note that at the time these obligations were assumed 
by the Canadian National Railways, that company set up on its books an invest- 
ment in road and equipment of $1,801,583,000 for the Grand Trunk, Grand 
Trunk Pacific, Canadian Northern and Canadian Government Railways. While 
nothing was submitted to indicate what value should have been attributed to the 
investment in road and equipment of the above railways, it must be assumed 
that they had and have a substantial value. 


The duty of the Commission after reviewing the capital structure, is to 
report on the advisability or otherwise of: 


(a). Establishing the fixed charges of the Railway on a basis comparable to other major 
railways in North America, and 


(b) Maintaining the fixed charges on a basis comparable to other major railways in 
North America. 


The Canadian National Railways holds a position which is different from 
that of any privately-owned company. It would appear that the officials of 
the company subscribe to this view, as evidenced by the following statements 
in its brief: 


“The Canadian National as a Government-owned System occupies a special place 
in the national economy. It is today in large measure the pioneering railway of the 
country. It embraces in its operated mileage, thousands of miles of what may well 
be called pioneering railways. It bears a large share of responsibility in the develop- 
ment of national resources.” 


‘Why Government money invested in the Canadian National which does not earn 
a direct interest return is regarded in some quarters as money lost is difficult to under- 
stand. A more correct view would be to regard it as an investment, furnishing essential 
transportation service, and gainfully employed from the standpoint of the over-all 
economy.” 


“Applying such an adjustment of $20,000,000, surpluses would have been enjoyed 
during the years 1925 to 1929 inclusive reaching a high of twenty-three odd million 
in 1928. In these circumstances lower freight rates following pressure for downward 
revision would probably have very considerably reduced if not entirely eliminated such 


surpluses.”’ 
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The foregoing would seem to indicate that in the view of the Canadian 
National Railways a capital revision on the basis recommended would not result 
in the earning of a surplus as the public would demand lower freight rates or, 
in other words, that no Government-owned railroad is entitled to earn any 
substantial surplus. 


The brief contains the following statement: 


“Tn addition, as mentioned elsewhere, the Canadian National operates in the 
national interest on a basis which cannot be justified commercially, very extensive lines 
of railway required for strategic, colonization, agricultural and development reasons.” 


All the emphasis in the submission of the Canadian National Railways is 
placed on achieving a comparable position with other Class I railroads as regards 
fixed debt. No account appears to have been taken of the fact that in the case 
of privately-owned and operated railways equity capital and the cost of servicing 
it plays a very important part in corporate financing. 


Furthermore, on the basis of the above quotations it would appear as if 
the company recognized that there were very real differences between the aims 
and objects of a Government-owned enterprise operating ‘‘in the national 
interest on a basis which cannot be justified commercially, very extensive lines 
of railway required for strategic, colonization, agricultural and development 
reasons” and a privately-owned railway which must be operated at a profit if 
it is to survive. 


In all comparisons which have been made by the Canadian National Rail- 
ways, emphasis has been placed upon the fixed charges relating to fixed or funded 
debt and little, if any, account has been taken of (1) income taxes which are 
payable on the operating profits of private companies or (2) the necessity of 
such companies to show earnings on their equity capital in order to finance that 
part of the cost of the system which has not been financed by funded debt. 


G. ARGUMENTS IN FAVOUR OF ESTABLISHING AND MAINTAINING FIXED CHARGES 
OF THE CANADIAN NATIONAL RAILWAYS ON A BASIS 
COMPARABLE TO THOSE OF OTHER Major RAILWAYS 


The arguments in favour of a reorganization of the capital structure of the 
Canadian National Railways and a scaling down of its fixed charges were set 
forth in the submission of the Company, and were discussed by the Railways’ 
witnesses. As the evidence of the witnesses was in the main an enlargement and 
explanation of the statements in the brief, the following quotations have been 
taken from the Railways’ submission as a concise expression of its views on the 
subject: 


“The adjustment proposed would not cost the Government any money. As the 
sole shareholder any gain or loss is for account of the Government. In the final analysis 
a fixed interest rate is meaningless since if there is a deficiency it must be provided by 
Government and likewise Government will take any surplus there may be after payment 
of interest on the publicly held debt. It is more a matter of removing from railway to 
public accounts the extent to which commercial considerations have been subordinated 
to considerations of broad national policy.” 


“Tf it is sound policy to get debt and fixed charges down to manageable proportions, 
which other railways are doing, and which policy is fostered by the U.S. Government 
regulatory authority, then the Canadian National also should be given an arrangement 
under which this might possibly be done.” 
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The following is a summary of certain points raised in the Company’s 
submission : 


(1) The value of the Canadian National Railways to the national economy 
is obscured by its unfavourable financial results, which in large part 
arise from an excessive debt burden taken over at the date of the com- 
pany’s organization. 


(2) Prior to 1923, capital expenditures of the Canadian Government Rail- 
ways had been financed by Parliamentary appropriations and interest 
charges absorbed in public accounts. Subsequent to that date, such 
expenditures were financed by the company and interest charges in- 
cluded in the company accounts. 


(3) The Capital Revision Act of 1937 dealt only with debts due to the 
Government, and from 1932 interest has been paid on all capital loans. 


(4) In the period 1923 to 1931, $456,345,000 was expended for investment 
purposes and financed by the sale of bonds to the public. By 1931, 
annual interest charges had reached a total of $55,587,000 and no portion 
of this was reduced by the Capital Revision Act of 1937. 


(5) The book value of the Canadian National Railways investment in road 
and equipment per mile of line was $88,769 at 31st December, 1947, 
($91,847 at 31st December, 1948). These figures are about 30 per cent 
less than the average United States Class I roads and about equal to 
those of the Canadian Pacific Railway Company. 


(6) Railroads of the United States have followed a policy of reducing funded 
debt and interest charges through utilization or surplus earnings and 
by receivership proceedings during the period 1923 to 1947. <A similar 
procedure was not open to the Canadian National Railways, which 
increased its debt in the period by $451 millions. 


(7) Interest-bearing debt is equivalent to 64.1 per cent of the investment in 
road and equipment of the Canadian National Railways as compared 
to 31.6 per cent for the Canadian Pacific Railway Company and 32.1 
per cent for United States Class I roads. 


(8) Average earnings per mile per annum have been about 9 per cent less 
for the Canadian National Railways than for the Canadian Pacific 
Railway Company and about 51 per cent less than Class I roads in the 
Waited tates. 


(9) Average traffic density is about 7 per cent lighter on the Canadian 
National Railways than on the Canadian Pacific Railway Company 
and about 50 per cent lighter than on Class I United States roads. 


(10) Average passenger traffic density has been about 17 per cent lighter on 
the Canadian National Railways than on the Canadian Pacific Railway 
Company and about 58 per cent lighter than on Class I roads. 


(11) Fixed charges of the Canadian National Railways are about twice as 
great, percentage-wise, of gross revenue, as those of the Canadian 
Pacific Railway Company or United States Class I roads. 


In the Company’s brief it is submitted for the reasons summarized in the 
foregoing that the fixed charges of the Canadian National Railways are far in 
excess of its normal earning capacity. The following statement is made: 


“The portion to be represented by interest charge debt should in some considerable 
measure be related to the amount of net earnings which may be expected under all 
conditions to be available for the payment of interest thereon.” 
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A witness speaking on behalf of the Company submitted other reasons for 
consideration. Although he described them as “‘largely psychological’’, he stated 
that this did not lessen their importance. These reasons may be summarized 
as follows: 


(a) As the Railways are public property, the public is entitled to a report 
on its operations in comprehensible form, which is not now possible, 
as the magnitude of the deficit overshadows other considerations. 


(b) Management is blamed by uninformed opinion for the large deficits 
which are inescapable under existing circumstances, and the view is 
widely held that the Railways cannot be operated at a profit. 


(c) These factors, singly and in combination, are injurious to the morale 
of officers and employees alike who are responsible for the company’s 
administration and operation. 


As stated in the Railway’s submission, the adjustment would not cost the 
Government any money. Conversely, it would not save any money. Looking 
at the combined Government and Railways picture, it appears that the advantages 
to be gained are of a psychological nature and no attempt has been made to 
measure in dollars and cents any real savings which might result. 


If, as suggested by the Railways, the revision of the capital structure would 
remove ‘‘from Railway to public accounts the extent to which commercial consi- 
derations have been subordinated to considerations of broad national policy’’; 
this argument alone would be of sufficient importance to merit the most serious 
consideration. It would seem, however, that the operating accounts of the 
company must include innumerable charges in respect of the various lines operated 
as a result of broad national policy which would not be affected by a revision 
of the fixed charges. If this is the case, then revising fixed charges deals only with 
one phase and perhaps the least important phase, of those operating expenses 
which have arisen as a result of broad national policy. 


H. CANADIAN NATIONAL SUBMISSION RESPECTING CAPITAL BURDEN 


The Canadian National Railways develops its case to show that it has an 
excessive capital burden of $1,533,000,000 (which is in excess of the fixed debt 
burden at 31st December 1949 of $1,368,527,000.) 


The Company expands its argument to show that this excessive capital 
burden of $1,533,000,000 may be divided into two classes: 


(a) The original interest bearing debt of $804,000,000 taken over in 1923 plus additional 
expenditures of a capital nature which have not resulted in additional earnings; 

(b) The capitalized value of the excess operating costs resulting from (1) combining 
the various roads into one system, and (2) the acquisition of certain unremunerative 
lines. 


The Company submits that the burden resulting from the excess costs of 
combining the various railways into one system and the acquisition of certain 
unremunerative lines constitutes an operating disability and has said that the 
capitalized value of this disability may be described as ‘‘negative capital’’. 
(This expression ‘‘negative capital” was defined by one of the Company’s spokes- 
men as follows: “It is nothing but a graphic phrase expressing the amount of 
capital that you would have to have in reserve to produce by its interest return 
the amount of the disability in operating account that you are suffering.’’) 
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An analysis of the Company’s proposal shows that the excessive capital 
burden of $1,533,000,000 is divided as follows: 


Fixed Debt, which in the opinion of the Canadian National Railways should be 
converted to equity capital 


Interest bearing obligations assumed in 1923........ ... 0c ee ew en bee $ 804,000,000 
Necessary improvements to properties which it was contended did not 

add to the earning power of the system. .........0cecccecewewes 100,000,000 
Co-ordination costs for main line connections, belt lines and terminal 

BEA HSEIMORES UE sp te lev tins 3 vas! aged eg ted bea Re Ries Mans Ald e 40,000,000 


Expenditures for additions and betterments and rolling stock of Cana- 
dian Government Railways and additional costs of Pension Plan 


PoE eeGanian Unrvernment. RA ways... sched aw sls s Glain on acaba 135,000,000 
Cost of acquisition and rehabilitation of certain unremunerative lines. . 18,000,000 


40% of expenditures on development branch lines..................-- 34,000,000 


$1,131,000,000 
Negative Capital 
Capitalized value of excess operating expenses as a result of combining 
Poe Aros ronds into. one systeme ears dc eglat Ws Laat ict Ge. Ate $ 250,000,000 


Capitalized value of the increased operating expenses resulting from 
the acquisition of certain unremunerative lines.................. 12,000,000 


Capitalized value of estimated excess operating costs resulting from the 
acquisition of the Newfoundland Railway and Steamship services 134,000,000 


Capitalized value of excess operating costs resulting from the acquisi- 
PGi aoe aLemiscouata allways Bs voces 58k sinle wecsistlc eb eecance 6,000,000 


$ 402,000,000 


The Company’s contention is that by commercial standards the entire fixed 
debt burden should be converted to equity capital. 


It was stated however that in view of the difficulty of converting interest 
bearing capital in the hands of the public into equity capital and having regard 
to the potential earnings of the Canadian National Railways, and on the assump- 
tion that the imbalance between rates and costs will be corrected, an appropriate 
adjustment would be: 


(1) That the $760,000,000 of interest bearing obligations held by the Govern- 
ment at December 31st, 1948, be converted to equity capital; 


(2) That the Government should acknowledge an indebtedness of $300,000,000 
to be drawn on for retirement of interest-bearing obligations and capital 
additions and for which equity stock would be issued as and when the amounts 
were drawn; 


(3) That future development lines be financed to the extent of not more than 
60 per cent by interest bearing securities and the balance by equity capital. 


The conversion of the $760,000,000 of interest bearing obligations of the 
Government into equity capital and the indebtedness of $300,000,000, totalling 
in all $1,060,000,000, constitutes a settlement in respect of alleged past sins and 
mistakes. 


The proposal as to the financing of future development lines on the basis 
of not more than 60 per cent of interest bearing securities is designed to prevent 
the recurrence of similar mistakes and the piling up of excess fixed charges. 


It is true as the Company suggests that it would be difficult to convert 
interest bearing securities in the hands of the public into equity securities. How- 
ever, the same results could be achieved if the Government’s indebtedness to 
the company was of such an amount that interest thereon was equivalent to the 
interest on the company’s debt to the public. 
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No explanation has been offered as to why an adjustment of $1,060,000,000 
is asked for instead of the excess capital burden of $1,533,000,000 referred to 
in the company’s submission, or the total fixed interest debt of $1,344,000,000 
(December 31st, 1948) except the general statement that it represents a com- 
promise of what the Company refers to as its claim against the Government. 


The President stated that ‘‘a realistic capitalization must of necessity be 
related to its future earning power’. However, no information has been offered 
as to what the company considers are the potential earnings or what additional 
revenues could be expected from a correction of the imbalance between costs and 
rates, except the general statement that it is not anticipated that any substantial 
surpluses ‘‘on the average’ would be realized if the Company’s proposals are 
put into effect. 


I]. OBJECTIONS MADE TO RECAPITALIZATION PROPOSALS 


The only evidence in opposition to or criticism of the Canadian National 
Railways’ proposal was put forward by three witnesses appearing for the Canadian 
Pacific Railway Company. The evidence of these witnesses was directed in the 
main to showing the possible adverse effects of the proposed reorganization on the 
Canadian Pacific Railway Company. Without in any way discounting or dis- 
regarding the importance or relevance of the evidence submitted by these 
witnesses, the reasonable course to pursue is to consider in the first place the 
Canadian National Railways’ proposals on their own merits without regard to 
the Canadian Pacific Railway Company. If the conclusions so reached would 
have a harmful effect on that Company, then consideration would need to be 
given to changes in those conclusions which could or should be made. 


After reviewing the proposals and considering the evidence, it would appear 
that the objections to the proposals (exclusive of those relating directly to the 
Canadian Pacific Railway Company) fall under three headings: 


(1) The fixed charges of a private company only represent a portion of the 
total financing charges involved in dealing with that company’s capital. 
After paying the interest on fixed debt, a private company must have 
sufficient earnings if it is to maintain its credit, to set aside certain 
reserves for contingencies, pay a reasonable dividend to shareholders 
and pay to the various taxing authorities approximately 45 per cent on 
all earnings realized for these purposes. Therefore, while the fixed 
charges of the Canadian National Railways are high in relation to 
privately-owned railways, the Canadian National Railways, being a 
Government enterprise, is not under the necessity of showing earnings 
in order to maintain its credit. Thus, a comparison of fixed charges of 
the Canadian National Railways with the fixed charges of privately- 
owned railways does not give a true picture of the situation. 


(2) Another objection to establishing fixed charges as a percentage of revenue 
similar to that of other railways is the effect this might have on the rate 
structure. If the revenues and profits of the Canadian National Railways 
should increase over the next few years and earnings should be as great 
as those realized during the war years, it is recognized by the Canadian 
National Railways that such profits would give rise to demands for 
lower rates regardless of the earnings required to service the investment 
in rail property. 

(3) The proposal confines itself to a transfer from funded debt to capital 
stock of the total loans owing to the Government and a further proposed 
subscription to capital stock by the Government in the amount of 
$300,000,000. It does not provide for any comprehensive reorganization 
of the capital structure and revision of the values of the investment 
figures to show what portion of the amount invested in railway property 
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should earn a reasonable return and what portion constitutes a drain 
on the earnings of the System. Although exhaustive comparisons have 
been made of the fixed charges with those of privately-owned companies 
in order to show that present fixed charges are excessive, it is admitted 
that the Canadian National Railways is not, in fact, comparable to a 
private company. While officials of the company have argued that 
fixed charges should be related to earning power, there is no estimate 
of normal earnings beyond certain general statements that under the 
plan no substantial surpluses would on the average be realized. 


A witness for the Canadian National Railways expresses the view that if 
the relief asked for is given, the Canadian National Railways would ‘‘on the 
average” be free from a deficit position and have a moderate amount left over 
to be re-invested in the property. 


However, there is no evidence which leads one to believe that even if the 
fixed charges or capital structure are revised in accordance with commercial 
principles, they will be so maintained for any length of time, as the factors govern- 
ing the financing of commercial enterprises have little bearing in the case of 
Canadian National Railways. 


The objections of the Canadian Pacific Railway Company.are based on the 
fear that the Canadian National recapitalization proposals constitute a threat 
to the continued existence of the Canadian Pacific as a private corporation. The 
Canadian Pacific fears that Canadian National earnings on the basis of the 
proposed capital structure would give rise to demands for lower freight rates 
regardless of the value of railway property or the earnings required to service 
the investment therein. 


J. CONCLUSIONS 


The comparisons which have been made in the Canadian National Railways’ 
brief of the fixed charges of various railways and their relation to gross revenues 
and to funded debt and total capital of the said railways leads to the conclusion 
that there is no uniform pattern which has been followed by railway companies 
in their financing. For instance, the comparisons which have been given show 
that in 1947 the fixed charges of the Canadian National Railways were the equi- 
valent of 10.48 per cent of its revenues, whereas the Pennsylvania Railroad’s 
fixed charges amounted to 7.88 per cent of its revenues and the fixed charges 
of the Santa Fe were only 1.89 per cent of its revenues. In that same year the 
fixed charges of the Canadian Pacific Railway Company amounted to 4.6 per 
cent of its revenues. 


It would seem that comparisons of the fixed charges of one railway with 
those of another and of the percentage of fixed charges to revenues do not esta- 
blish a case either for or against the comparability of total financial charges. 
It is doubtful whether a useful comparison can be made without taking into 
account all the financial charges including taxes on income and dividends on 
stock which a company is required to earn if its credit is to be maintained. 


The financial policy followed by the management in financing the construc- 
tion and operation of a railway will be the determining factor for the amount of 
fixed charges and their relationship to revenues and railway assets. The financial 
policy of a privately-owned railway will be determined from time to time by 
management, having regard to the conditions of the money market in which 
the funds must be raised and other factors having a bearing on the situation. 
The conditions which give rise to management’s decisions in the case of a private 
company are not present in the case of the Canadian National Railways. 


While there is no doubt that in bad times when earnings are low it is advan- 
tageous for a private company not to have heavy bond interest payments to 
meet, nevertheless it is also true that smaller earnings are required to service 
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bonds than an equivalent amount of common stock. For example, it requires 
earnings of only three and a half million to pay bond interest on a hundred 
million issue with a coupon rate of 3144 per cent. A common stock issue of a 
similar amount would probably require a dividend rate of 5 per cent. In order 
to have five million dollars available to pay dividends, gross earnings in excess 
of eight millions are required to provide for the income tax liability and leave 
an amount sufficient to pay the dividend. 


The disadvantages of the high fixed charges of the Canadian National 
Railways are largely, if not entirely, of a psychological nature and do not in 
fact result in any financial embarrassment to the Company or affect its credit, 
as deficits are paid by the Government. 

The Canadian National Railways’ witnesses and counsel contended that 
the revision of the capital structure of the Company and of its fixed charges has 
nothing to do with the rate structure or with rates. The view does not appear 
to be justified because if fixed charges of the Canadian National Railways were 
established on a very low level without some safeguards, earnings in excess of 
fixed charges would result in misleading comparisons giving rise to unwarranted 
demands for lower freight rates. Rates which do not provide a reasonable return 
on money prudently invested in transportation property will, in the long run, 
result in insufficient earnings being available for private companies to service 
their securities and can only lead to their insolvency or absorption by the Govern- 
ment. 

Practical and useful comparisons cannot be made between the fixed charges 
of the Canadian National Railways, a publicly-owned company, and those of 
privately-owned campanies. Comparisons, if they are to be made between the 
Canadian National Railways and privately-owned companies, should be on. the 
basis of total capitalization and of financial charges required to service the invest- 
ment in transportation properties. In other words, it should be recognized that, 
in addition to fixed charges, a private company must, over a period of time, have 
sufficient earnings to pay reasonable dividends to its shareholders and set aside 
reserves for a rainy day. Before dividends can be paid and reserves set aside, 
approximately 45 per cent of all earnings must be paid as income tax under 
present tax rates. 

The evidence submitted does not establish comparability with other railways; 
the Canadian National Railways’ witnesses and counsel have admitted that 
complete comparability cannot be achieved. Any privately owned railway would 
go into bankruptcy under comparable circumstances, and its reorganization 
plans would not be affected by considerations of public policy which must play 
a part in a public utility owned and operated by the Government. 


What should be realized is that, while the Canadian National Railways and 
and Candian Pacific Railway Company could and should compete in so far as 
operations and services are concerned, there are many ways in which the two 
systems are not comparable, and it is neither practical nor desirable to establish 
the capital structure and the fixed charges of the Canadian National System 
on a basis comparable with the privately-owned railway. 


The evidence does not establish that the revised fixed charges of approxi- 
mately $15,000,000 are reasonable in relation to prospective earnings. 


A restatement of the Company’s income for 1949 (based on the assumption 
that certain rate increases had been in effect for the whole year and giving effect 
to the Company’s capital adjustment proposals) shows an estimated surplus of 
$20,867,000 after the payment of fixed charges (Exhibit 277). A witness appear- 
ing for the Canadian Pacific Railway Company restated this estimate and showed 
a surplus of $28,867,000; the difference being accounted for by the different 
treatment of a credit of $8,000,000 from the deferred maintenance reserve. A 
witness on behalf of the Canadian National Railways said not excess maint- 
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enance was done during 1949 and therefore it was not proper to reduce the 
expenses by this credit, even though as a metter of policy the company had 
transferred the credit from the deferred maintenance reserve. 


The evidence shows that it would be most difficult to prove how much, if 
any, extra or deferred maintenance was carried out in 1949 and, therefore, 
there is left a surplus for that year, after fixed charges, of a minimum of 
$20,867,000 or a maximum of $28,867,000, if the increases and the Company’s 
proposals had been in effect the entire year. 


Exhibit 277 includes a provision for income taxes. As the Canadian National 
Railways is a government-owned corporation, and of course is not subject to 
income tax, this has not been taken into account in the consideration of the 
restated earnings. 


There is no suggestion by any of the witnesses that the increases shown in 
the restatement of 1949 income correct the imbalance between rates and costs. 
In fact, it has been stated that there is still a serious imbalance after giving 
effect to those increases. 


There are obviously some difficulties and objections to the carrying out of 
the third part of the Company formula recommending that not more than 
60 per cent of development lines be financed by interest-bearing securities. 


In the first place, and perhaps most important, there is no suggestion as to 
who is to decide what formula is to be applied in determining what are develop- 
ment lines and how much of the 60 per cent will be financed by the interest- 
bearing securities. 


In the second place, it is interesting to note that interest bearing securities 
now represent less than 64 per cent of the total debt and proprietor’s equity of 
the company and less than 66 per cent of the investments less reserves and 
unadjusted credits. 


It is a fact that while claims of excess costs are justified in many instances, 
in other instances rail lines of value and with earning power were transferred 
without any corresponding debts or debt charges. Having regard to this, it is 
doubtful that a rigid and fixed formula of the nature proposed would be effective 
or desirable as a means of keeping fixed charges within reasonable bounds. 


The Canadian National Railways has established a case for reduction of 
its fixed charges and for the desirability of the Company being able to accu- 
mulate out of earnings a reserve or ‘‘something to come and go on”’. 


It does not seem, however, that the Company’s proposals should be adopted 
in toto. It seems advisable, rather, to depart from them and to suggest remedies 
which appear to be better adapted to meet the unfavourable position in which 
the Company now finds itself, but which take into account the fact that the 
Company is government-owned, and must perform such services as are delegated 
to it by Parliament and cannot be judged wholly on the basis of commercial 
standards. 


No evidence was produced as to the appropriate total capitalization or as 
to the investment in rail property which should be expected to earn a return. 


It was generally agreed among those who appeared before the Commission 
that it is undesirable for the Canadian National Railways to have recurring 
deficits in the face of what has been found by the Board of Transport Commis- 
sioners to be efficient management. On the other hand, it must be borne in 
mind that if fixed charges were reduced to a point where substantial surpluses 
are shown, the shipper and his representatives might not look with favour on 
the payment of dividends on shares held by the Government. 
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The problem seems to resolve itself into a search for a capital structure 
which would not impose too heavy a fixed charge burden in bad years but would 
ensure that a reasonable portion of surplus earnings would be paid to the owners 
as a return on invested capital in good years. 


A revision of the capital structure or fixed charges of the Canadian National 
Railways should make provision for the following: 


(1) Some relief from the present heavy fixed charges so that deficits will 
not be experienced under efficient management when normal revenues 
are obtained. 


(2) The accumulation out of earnings, when available, of some reserve, or 
what has come to be known as “‘something to come and go on”’ to provide 
for additions and betterments. 


(3) The payment to the Government of the balance of the earnings, or 
some substantial portion of that balance, after interest charges on debts 
to the public and provision for a reasonable reserve. 


Kk. RECOMMENDATIONS 


In the absence of what appears to be satisfactory evidence as to normal 
earnings (and one is inclined to agree with the Company’s witnesses that in the 
twenty-seven year period of the Company’s operations it is a practical impos- 
sibility to determine ‘“‘normal earnings’’), and having regard to the information 
put before the Commission the following recommendations are made: 


1. That the Canadian National Railways be reimbursed annually by the 
Government for the operating losses of the Newfoundland Railway and 
Steamship Services and also for capital expenditures in respect of the 
said Railway and Steamship Services. 


This change is intended to be of a temporary nature as is explained 
hereafter and is made feasible by the terms of Section 19 of Chapter 172 
of the Statutes of 1920, The Canadian National Railways Act, and of 
the Order in Council passed pursuant thereto, which provides for recon- 
sideration of the treatment of this Railway taking place ‘‘from time to 
time’’. 

That the amounts received as reimbursement for operating losses be 
shown as a separate item under the caption ‘Other Income’’, which is 
now found in the Consolidated Income Account of Canadian National 
Railways. 

That annual capital expenditures reimbursed to Canadian National 
Railways, together with the cumulative total of such capital expenditures 
be shown as foot-notes to the annual statements of Canadian National 
Railways. 


2. That Government loans totalling $743,661,000 at 31st December, 1949, 
be converted into three per cent income debentures on which interest 
would only be paid if earned and would not be cumulative. 


3. That the shares of the Canadian National Railways Securities Trust now 
held by the Government be turned over to the Canadian National Rail- 
ways in exchange for an equal number of shares of the latter company. 
This would serve to simplify the capital structure of the system, but 
would not change its total capital or the Government’s equity therein. 


4. That after payment in the first place of the interest charges on debts 
due to the public, the Canadian National Railways be allowed to accu- 
mulate out of earnings in each year a reserve or “‘something to come and 
go on,’’ such reserve to be not more than the lesser of: 
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(a) one-third of the income after providing for all charges and deduc- 
tions from income except interest on the Company’s obligations, or 

(b) the balance of the income after payment of interest on debts due 
the public. 

5. That after payment of the interest on the debts due to the public and 
the setting aside of the reserve or ‘‘something to come and go on”’ referred 
to in (4) above, an amount equal to three per cent of the then outstanding 
Government loans, or the balance of the earnings, whichever is the lesser, 
be paid to the Government. 


6. That to the extent that reserves as defined in paragraph 4 above and 
surpluses have been accumulated, losses, if and when realized, should be 
charged against such reserves and surpluses. If no such reserves or 
surpluses are available against which to charge the losses, such losses be 
reimbursed to the Company by the Government. 


7. That any capital required to finance the company, in addition to funds 
provided from operations and payments made under the provisions of 
paragraph 6 above, be obtained from the sale of bonds to the public and 
income debentures to the Government. 


8. That surplus earnings, if any, after the payment of interest on debts to 
the public, the provision for reserves or ‘‘something to come and go on” 
outlined in 4 above, and the payment of interest on Government loans, 
be dealt with at the discretion of the directors. 


If the foregoing recommendations are adopted, no deficits will be realized 
so long as income, after providing for all charges and deductions from income 
except interest on the Company’s obligations, is sufficient to provide for interest 
on funded debt due the public, which interest amounted to $24,302,650 in 1949. 

The following are examples illustrating the effect of the foregoing recom- 


mendations at various levels of earnings and on the basis of the 1949 interest of 
$24,302,650 on the public debt: — 


Example 1 
Net Income available for the payment of interest......... $25,000,000 
Interest on funded debt—public.i. 20.0. oe $24 302,650 
Appropriated as special reserve in accordance with the fore- 
BOING FeECOMIMENAATIONS » .ixs). Py0thRidinso eo ee ged 697,350 25,000,000 
Example 2 
Net Income available for the payment of interest......... 50,000,000 
Interest on funded debt—public........... 0.0.00. 0.005: 24,302,650 
Appropriated as special reserve in accordance with the fore- 
POMErecOmMnicnOarionshs..) etal tlt sab wee nae 16,666,667 _ 
Interest on income debentures held by the Government.... 9,030,683 50,000,000 
Example 3 
Net Income available for the payment of interest......... 70,000,000 
Interest on funded debt—public........................ 24,302,650 
Appropriated as special reserve in accordance with the fore- 
PON DARECGITHMENUSTIONSH tats: paepaviy. sey Ho \iepeys Wee 23,3831559 ‘ 
Interest on income debentures held by the Government... 22,309,830 69,945,813 
Surpluselr o2 =. 29 BES HO BYORI N Ts Pes this 54,187 
Exanple 4 
Net Income available for the payment of interest......... $75,000,000 
Interest on funded debt—public.............. dae hd at ah $24,302,650 
Appropriated as special reserve in accordance with the fore- 
OMIT TECOMIMENGATIONS Pre ee ee) INT Eee nee ge 25,000,000 
Interest on income debentures held by the Government.... 22,309,830 71,612,480 


SSD) Re cle stale oi = a Eee olgiicns ws goes se shops 3,387,520 
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Careful consideration has been given to the problems resulting from the 
acquisition of the Newfoundland Railway and Steamship Services. 


It is apparent from the evidence that substantial sums of money must be 
expended on the Newfoundland system. During the initial stages of operation 
it is likewise apparent that there will be substantial operating deficits on the 
system and it seems that it would be better not to impose on the Canadian 
National Railways the extra burden of both deficits on operation and heavy 
capital charges. It is for these reasons that it is recommended that the Govern- 
ment should bear the operating losses and capital expenditures of the system. 
However, it is also recommended that this arrangement be regarded as a tem- 
porary one to continue only until such time as the major capital expenditures 
have been completed and until the operations of the service are on a profitable 
basis or the losses are reduced to a point where they can be absorbed in the Cana- 
dian National accounts without unduly affecting the overall system results. 
This adjustment will lighten the burden on the Canadian National Railways 
during what will probably be a difficult period. 


It is also recommended that in the case of any developmental line which 
may hereafter be constructed or acquired by the Government, in respect to 
which the capital expenditures required are large and losses in operation are 
likely to be incurred for some time, the entrustment of the said line to the Cana- 
dian National Railways be made on the same terms as are proposed herein in 
regard to the Newfoundland Railway. 


The foregoing proposals taken together would, if adopted, relieve the 
Canadian National Railways of fixed charges on Government loans, which in 
1949 amounted to $21,798,000. They would also relieve the Railways of the 
burden of the operating loss estimated by the Company at about $4,000,000 
in respect of the Newfoundland Railway and Steamship Services and of the 
problems involved in financing improvements, betterments and rolling stock 
relating to these services. 


L. OBSERVATIONS 


There are no particular operating figures or statistics available which will 
establish an iron-bound case for the proposals which have here been made nor 
for any others which may have been or could be advanced. These proposals, 
however, do recognize two major points: 


1. The excessive costs of operating the Newfoundland Railway, resulting 
from Government policy in the acquisition of those services. It seems 
reasonable to recommend that the Canadian National Railways be 
relieved of these costs. 


2. Government loans are now in reality income securities and there isno 
reason why that situation should not be given effect to in the accounts 
of the Railways and the Government. 


It may seem somewhat contradictory to recognize the excess costs in respect 
of the Newfoundland Railway and Steamship services and disregard other claims 
which have been made in respect of excess debt burden and so-called negative 
capital arising from the acquisition and operation of other railways acquired over 
the years. The Newfoundland Railway is one of the larger items put forward 
in the Railways’ case, and furthermore its losses are something which should be 
capable of reasonably exact measurement. It is not an integrated segment of 
the system and there should be no difficulty in separating the expenses and 
expenditures of that railway from the rest of the system. This does not appear to 
be practical or desirable in connection with certain other lines referred to in the 
railways’ submission as being unremunerative. 


While on first examination, the theory of ‘“‘negative capital’’ and the remedy 
proposed by the Canadian National Railways, may be ingenious, it must be 
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pointed out that the situation as a whole cannot be appraised adequately unless 
recognition is also given to the value of the Company’s high density traffic lines. 
The value of these lines must offset completely or to a substantial degree the 
burden of excessive expenditures which gave rise to the claim for negative capital. 
This theory of negative capital is at best however a novel theory, subject to 
possible errors of such magnitude that one should hesitate to accept it as a 
proper basis for recapitalization. 


The earnings of prior years have not been recast to show the effect of these 
recommendations, as the Commission is in agreement with the views which have 
been generally expressed that the past earning record either of the whole period 
or for any particular group of years does not necessarily reflect normal conditions 
or an accurate estimate of what may be expected in the future. 


It is true that if these recommendations had been in effect for 1948 and 1949, 
substantial deficits would have been realized in both years. This would have 
also been the case under the Company proposals (and would likely be the case 
in any period when there is a serious imbalance between rates and operating 
costs). Capital revision cannot be expected to correct such imbalances. 


The Company recognizes that fixed charges should not be related to earnings 
which result from operations when a serious imbalance exists between costs 
and rates. The Commission is completely in accord with that view. 


In recent years Canadian National Railways’ earnings have resulted from 
rates established on the basis of Canadian Pacific Railway’s requirements. If 
this continues to be the case in the future, and if rates are established which 
will enable the Canadian Pacific Railway Company to earn its requirements as 
determined by the Board of Transport Commissioners, it seems assured that on 
the average Canadian National Railways’ earnings will be more than sufficient 
to pay interest on its debt to the public. 


If the recommendations of the Commission are carried out, and if good 
judgment and common sense are exercised in the future in the financing of impro- 
vements and betterments, there is no reason why the Canadian National Rail- 
ways should again be burdened with excessive fixed charges. 


These recommendations have been formulated without ignoring or losing 
sight of the objections raised by the Canadian Pacific Railway Company to the 
Canadian National recapitalization proposals. If they are adopted it seems clear 
that any rate-making body looking at the requirements of the Canadian National 
Railways must give consideration not only to the interest on the debt to the 
public but also to the special reserve which is recommended and to the interest 
on government debentures or loans. 


There appears to be no reason to recommend any change in a transportation 
policy which has provided the Canadian people with efficient rail transportation 
services through the medium of a private company competing with a government- 
owned railway. The Commission believes that these recommendations, if carried 
out, will serve to continue this policy and will provide the Canadian Pacific 
Company with the protection to which it is entitled and which it needs if it is 
to continue to function as a healthy and vigorous private corporation. 


A realistic approach to the recapitalization of the Canadian National Rail- 
ways must recognize: First, that it is not a privately-owned company and has, 
as such, advantages, e.g. exemption from income tax and relief from credit 
problems; Second, that it must operate railways in the public interest regardless 
of whether or not they may be profitable; Third, that its earnings are consequently 
harder to forecast than in the ordinary case; Fourth, that considerations ordi- 
narily applicable to private companies on a recapitalization do not apply to 
it with anything like the same force or effect. These recommendations take 
cognizance of these factors. 
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APPENDIX “A? 


CANADIAN NATIONAL RAILWAYS 
STATEMENT OF RESULTS OF OPERATIONS FOR THE YEARS 1923 to 1949 


Income 
available : “48 
. yA Fixed Deficit * 
Years Revenues se ae ER he ar 

ce charges surplus 

charges 
BUS US aad uP me Can pe Sela $ 256,961,590 12,041,187 $ 35,041,380 23,000, 193* 
UTA tee eer trae te oe 239,596,670 18,187,478 38,361,704 20,114,226" 
TODS Ce oh oO ae 249,411,884 30,633,059 40,438,235 9,805,176* 
AO? Geer a ice a Bh et 270,982,223 40,769,854 39,197,233 £4512.624 
jE ies) y ge aad ae ean ae 274,879,118 36,106,796 40,526,097 4,419 301* 
SO een te enn ek hone 304,591,268 45,274,632 41,810,880 3,403,752 
1LO2ZD BES | ea A EIN 290,496,980 33,242,348 45,503,979 12'261,634% 
WO SO Mirae Nig Ctr: dines Wiper oy 250,368,998 15,639,024 519 316,921 35,677,097 * 
Ey heme eee ee ae ee’ Oe 200,505,162 5381294" 55,587,145 60,968,438* 
10 SOE ee ete eer oe ae ped 161,103,594 3,876,448* 56,965,279 60,841,727* 
TOSS I ah Se or Pe 148,519,742 2,489,961* 56,465,427 58,955,388* 
BOTA sce teh, ed i, ae. 164,902,502 7,403,845 55,811,746 48,407,901 * 
OS er Ta aaa de BY SORRY NI oe 173,184,502 6,047,327 53,468,792 47,421,465* 
Ree SO Mee we LON Oe ee eo 186,610,489 5,881,229 49 184,623 43, 303,394* 
MOST. SRR LLE te Saeek Ga 198,396,609 8,287,228 50,633,096 42,345,868* 
ROSS Oe At ear on ints | air, 182. 241,725 3,549 049* 50,765,147 54,314,196* 
LO SOT Ea. Ge eAe (trek OBL 203,820,186 10,635,023 50,730,543 40,095,520* 
At i PU Ee ita arma DE LW oral AAs, 33,474,443 50,439,487 16,965,044* 
ORG SU yeu g Ob Dee J 6 Mees Me ie 304,376,778 54,361,316 50,344,989 4,016,327 
4 Dy ita, Chat ime a yanietgy 5 375,654,544 74,045,461 48,982,193 25,063,268 
TREE TE ee a OPM 3 EN poe RES 440,615,954 85,302,456 49 663,044 35,639,412 
RS te Map "gle ii ASAIN Aad 441,147,510 71,096,564 48 069,640 23,026,924 
VP ep atep Se ote eh Re 443,773,394 71,084,273 46,328, 143 24,756,130 
ESAT the Voua! IM Upegaag RNA TOS 400,586,026 $5, 119.522 44,681,097 8,961,570* 
EE A ee A DM A FS 438,197,980 27.939 150 43,824,344 15,885,194* 
ALES Seale el Rane oonkeamitilbales Deel Ng 491,269,950 11,297,109 44 829 850 33,532,741* 
TOAD TERY Ee ON Taine 500,723,386 4,057,907 46,100,934 42 ,043,026* 
BOP eee Fl ee $7 ,840,445,987 $723,230,485 $1,285,071,148 $561 ,840,663* 
Average 1923-1949.......| $ 290,386,888 $ 26,786,314 $1 (47595 227 $ 20,808,913* 


*Denotes red figures. 


CHAPTER VII 
ACCOUNTING AND STATISTICS 


The Order in Council requires this Commission to: 


“Review the present day accounting methods and statistical procedure of railways 
in Canada and report upon the advisability of adopting, (or otherwise), measures 
conducive to uniformity in such matters and upon other related problems such as 
depreciation accounting, the segregation of assets, revenues and other incomes, etc., as 
between railway and non-railway items.” 


A. INTRODUCTION 


While the Order in Council refers to depreciation accounting and the segre- 
gation of railway and non-railway items as being problems related to uniform 
accounting, they are in fact part and parcel of a system of uniform accounts. 
No measures conducive to uniformity in accounting and statistical methods can 
receive serious consideration without taking into account the problems involved in 
adopting depreciation accounting and in determining what assets, liabilities, 
revenues and expenses should properly be included in a system of accounts esta- 
blished for the purpose of reflecting rail operations and investments. 


The real object ‘of regulations covering uniform accounting, depreciation 
and the segregation of rail and non-rail items is to ensure that the regulatory 
body—in this case the Board of Transport Commissioners—has the necessary 
information to enable it to regulate such matters as come within its powers. 
The object is not, as some interests would appear to believe, to substitute the 
discretion of the regulatory body for that of administrative officers of the railways 
in administrative matters. It is important to stress this point. 


B. PRESENT REGULATIONS GOVERNING RAILWAY ACCOUNTING METHODS 
AND STATISTICAL PROCEDURES IN CANADA 


Jurisdiction over returns and reports of Canadian railways is given the Board 
of Transport Commissioners under Sections 379 and 380 of The Railway Act, 
which read as follows: 


‘379. Every railway, telegraph, telephone and express company and every carrier by 
water shall annually prepare returns, in accordance with the forms and classifications 
for the time being required by the Board, of its capital, traffic and working expenditure 
and of all other information required. 


“Such returns shall be dated and signed by and attested upon the oath of the 
secretary, or some other chief officer of the company or carrier by water, and shall also 
be attested upon the oath of the president, or in his absence, of the vice-president or 
manager of the company or carrier by water, or shall be signed and attested by such 
other person or persons as the Board may direct. 


“Such returns shall be made for the period beginning from the date to which the 
then last yearly returns made by the company or carrier by water extend, or if no such 
returns have been previously made, from the commencement of the operation of the 
railway, or other works, or undertaking, and ending with the last day of December 
in the year, or other interval, for which the returns are to be made, or with such other 
date as the Board may direct. 

‘‘A duplicate copy of such returns, dated, signed and attested in manner aforesaid, 
shall be forwarded by such company to the Dominion Statistician within one month 
after the first day of February in each year, or within one month after any other date 
dirceted by the Board under the last preceding sub-section, 1919, c. 68, s. 379.” 
‘380. Every railway, telegraph, telephone and express company and every carrier by 
water, if required by the Board so to do, shall prepare returns of its traffic monthly, 
that is to say, from the first to the close of the month inclusive. 
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“2 Such returns shall be in accordance with the forms for the time being required 
by the Board. 

“3. A copy of such returns, signed by the officer of the company or carrier respon- 
sible for the correctness of such returns, shall be forwarded by the company or carrier 
to the Dominion Statistician within seven days from the day to which the said returns 
have been prepared. 

“4. The Board may in any case extend the time within which such returns shall 
be forwarded. 1919, c. 68, s. 380.” 


In addition to the foregoing legislation, the Statistics Act, Revised in 1948, 
Section 25, provides in part as follows: 


«|. Every carrier and public utility shall annually prepare returns in such form as may 
be prescribed by the Governor in Council with respect to its operations.”’ 


Under Section 26 of the same Act, there is the following provision: 


‘|. Every carrier shall prepare returns on his traffic and operations monthly.” 


C. SUMMARY OF PRESENT ACCOUNTING PRACTICES OF THE CANADIAN 
NATIONAL RAILWAYS AND THE CANADIAN PACIFIC RAILWAY Com- 
PANY WITH PARTICULAR REFERENCE TO DEPRECIATION. 


In the absence of a mandatory Canadian accounting classification, both 
railways adhere quite closely to the classification for Class [ United States rail- 
roads issued by the Interstate Commerce Commission under the authority of 
the Interstate Commerce Act. 


Thus the reports prepared by the railways are subject to control by the 
Board of Transport Commissioners. The detailed accounting records maintained 
by the companies are not subject to the same control, but, where deemed 
advisable by the Railways, are kept in accordance with the Interstate Commerce 
Commission classification. Therefore, while reports of the two railways are 
similar and it is felt that with a few exceptions accounting practices are also 
similar, there is no assurance that revenues and expenditures or, in fact, assets 
and liabilities have in all cases been treated in the same manner in the books 
of both companies. Consequently, there is no assurance that a comparison of 
the reports of the two companies results in a comparison of like with like, in so 
far as individual items are concerned. 


The following quotations from the Submissions of the two railways are 
informative and interesting. 


In the Brief of Canadian National Railways (Exhibit 214) the following 
general descriptive statement is made: 


“In the absence of Canadian mandatory accounting regulations, Canadian National 
has voluntarily observed the classifications prescribed by the Interstate Commerce 
Commission for steam railroads in the United States. These classifications have as 
their basis the knowledge and experience in railroad accounting gained over a long period 
of:years by railroad accounting officers and by the I.C.C.” 


In the Brief of Canadian National Railways there is the following statement: 


““Non-Rail Operations 

In the Canadian National System non-rail operations consist of: 

(a) hotel operations; and 

(b) separately operated properties. 

“As a generality it may be said all these operations are ancillary to the main 
business of the Canadian National. They are associated with and helpful to the rail- 
line operations. In comparison with the rail-line operations they are relatively minor 
in degree. The financial returns from these operations are excluded from railway 


operating revenues and expenditures and are reflected in separate accounts in the 
System income statement.” 
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In the Submission of the Canadian Pacific Railway Company (Exhibit 139A) 
the outline submission of the company reads as follows: 


“65. With regard to the segregation of assets between rail and non-rail operations, 
Canadian Pacific keeps its accounts in such a way as to enable an adequate segregation 
to be made except in the case of working capital, which must always be a matter of 
judgment. No legislation is required to enable a complete segregation to be made and 
Canadian Pacific supplied such material recently to the Board of Transport Com- 
missioners. 


The company goes on to outline its practices in reporting to the Board of 
Transport Commissioners and to the Dominion Bureau of Statistics as follows: 


“Canadian Pacific accounting follows the pattern prescribed by the Interstate 
Commerce Commission for railroads in the United States and its railway investment 
and operating results are distinguishable from the corporate investment and results 
with only certain minor exceptions. In support of this assertion attention is drawn 
to the Annual Report of Canadian Pacific to the Board of Transport Commissioners 
and the Dominion Bureau of Statistics for the year ended December 31, 1948. 


“Dealing first with the assets of the Company, there is no difficulty, for example, 
in finding the amount of the Railway Property Investment in the General Balance 
Sheet (Schedule 4A and footnote 2 in the Annual Report for 1948 of Canadian Pacific 
to the Board and Bureau of Statistics.) Clearly segregated on the ‘Assets’ side of the 
Balance Sheet are the items of railway, rolling stock and inland steamship properties, 
improvements on leased railway property and the stocks and bonds of leased railway 
companies. These comprise the investment, as recorded in the books of the Com- 
pany, in owned and leased lines of the railway enterprise. In this connection it is 
important to understand that the Road Property Investment is recorded at much 
less than actual cost owing to the feature of ‘renewal accounting’ which the Company 
followed in regard to road property replacements for so many years. Under renewal 
accounting, when a unit of property is replaced the investment account is charged with 
the amount, if any, by which the total cost exceeds the cost to replace in kind, but it 
is not charged with the amount by which the cost to replace in kind might exceed 
the cost of the original unit. To the extent of replacements in kind, therefore, the 
investment account does not reflect changes in cost brought about by changes in price 
level and there is no way of ascertaining at this time the extent to which the investment 
account has been so understated short of a physical inventory of the entire property. 


‘‘Also on the ‘Assets’ side of the Balance Sheet, and elaborated in note 1 thereto, 
is the sum of the donations and grants which were used in the building of the railway, 
comprised mainly of those received under the terms of the original contract dated 
October 21, 1880. 


“With regard to the stocks and bonds of leased lines which are held by the public, 
but which must be taken into account in order to arrive at the total ‘investment in 
property used in transportation service’, the value of such securities is shown in note 2 
of the Balance Sheet. 


“In the interests of economy and efficiency, the Company’s treasury and much of 
the materials and supplies are common to both rail and non-rail operations and thus 
there is no readily discernible segregation between rail and non-rail of the Working 
Capital of the Company. The principal items of Working Capital, which represents 
only a relatively small part of the total investment in any event, are the Cash and 
Materials and Supplies but these are subject to reasonable apportionment through 
special study on the basis of respective requirements. Such an apportionment was 
recently developed by the financial and supply officers of the Company in the 20% 
Freight Rate Case and was accepted by the Board in its recent judgment. 


“The funded debt and capital stock liabilities of the Company, as set out on 
Schedule 4B in the Annual Report to the Board and to the Bureau of Statistics, are 
not segregated between the railway enterprise and the non-railway operations, and 
such a segregation is not, of course, practical or even feasible except on a purely arbitrary 
basis. 

“Proceeds from the issuance of the capital stock and other securities (apart from 
Equipment Obligations) have been merged in a common treasury along with all other 
monies which the Company constantly receives from its many diversified operations. 
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The Company supplied a balance sheet and profit and loss account to the Board in the 
20% Freight Rate Case (Exhibit (49)-49 showing an allocation of capital and profit 
and loss between railway and non-railway properties. 

“In summary, the Canadian Pacific investment in railway property is clearly 
segregated from non-railway investment on the Balance Sheet and there is supplied to 
the Board and the Bureau of Statistics the figure of ‘Investment in Property used in 
Transportation Service’, which is the relevant base for testing railway results. While 
it is true that the capital liabilities of the Company cannot feasibly be segregated as 
between rail and non-rail operations, no difficulty is presented because the satisfactory 
way of measuring permissible earning power is by fixing a fair rate of return to be 
earned on the railway property investment. 

“66. The Company’s income account provides in the first instance the net amount 
of earnings produced by the investment in railway transportation property and also 
an over-all figure of income earned from the investment in non-rail assets. Some 
minor items of overhead costs, such as supervision expenses and some items of income, 
such as bank interest, might be allocated somewhat differently but such differences 
are not likely to be important. 

“67. Canadian Pacific submits that accounting methods and statistical procedure 
are not matters which lend themselves to statutory treatment but rather should be 
left to administrative regulation by the Board of Transport Commissioners in order 
that necessary flexibility may be provided.”’ 


The depreciation policies and practices of the two major Canadian railways, 
applicable to assets in Canada, which have been followed in the past and are 
now in effect, may be summarized as follows: 


1. Canadian National Railways 
Equipment 

From 1923 to 1939 Canadian National Railways followed retirement 
accounting. 

Effective January ist, 1940, the Company instituted a policy of depreciation 
accounting on a straight line basis. The original rate applied was 2.6 per cent, 
but additional provisions for depreciation were made of $2 million in 1941, 
$5 million in 1942, $71% million in 1943 and $7 million in 1945. In 1945, Canadian 
National Railways applied a 314 per cent rate which, it is stated, was based 
on the collective experience of United States roads. 


Roadway Property 


Canadian National Railways follows retirement accounting in respect of 
roadway property. 


2. Canadian Pacific Railway Company 
Equipment and Depreciable Road Property 
Prior to 1930 the Company applied renewal accounting to equipment and 
for the period 1930 to 1939 applied retirement accounting to such assets. 


In 1940 the Company adopted depreciation accounting for equipment on a 
user basis and in 1942 adopted depreciation accounting for depreciable road 
property on a user basis. 

Prior to the adoption of depreciation accounting for road property, the 
Company had followed renewal accounting in respect to such assets. 


D. PRINCIPAL DIFFERENCES BETWEEN CANADIAN NATIONAL 
RAILWAYS AND CANADIAN PACIFIC RAILWAY COMPANY 


The principal differences in the accounting policies and practices of the two 
railways are as follows: 


(1) Canadian National follows depreciation accounting for equipment 
on the straight line method. 
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Canadian Pacific follows depreciation accounting for equipment on the 
user basis. 


Canadian National has not adopted depreciation accounting for road- 
way property in Canada. 


Canadian Pacific has done so on a user basis for depreciable roadway 
property. 

(2) Canadian National operates its express service as a department of 
the railway. 


Canadian Pacific recognizes the separate identity of its subsidiary 
express company. 


(3) Canadian National operates its telegraph service as a department 
of the railway and includes its revenues and expenses in railway operating 
figures. 


Canadian Pacific operates its telegraph service as a separate department 
of the company and carries the net profit thereon to its general profit and 
loss account. 


(4) Canadian National accounts are published on a consolidated basis. 
Canadian Pacific accounts are those of a parent company. 


(5) The published income statements of the two railways differ in their 
form and terminology. 


’ In the Submission of the Canadian Pacific Railway Company is the following 
statement: 


“58. The significant variation in accounting practice between Canadian National 
and Canadian Pacific is in regard to depreciation practices. Canadian Pacific follows 
depreciation accounting for all depreciable assets, as is prescribed for United States 
roads. Accruals for depreciable road properties and railway rolling stock are made on 
the ‘user basis’. The annual depreciation charges are developed as a product of the 
user rates and the use factor. In the case of rolling stock the use factor is the run-out 
mileage of the various classes of equipment and in the case of road property is the gross 
ton mileage. Both of these use factors are appropriate measures of the use made of 
rolling stock and road property respectively. Unimportant exceptions are made in the 
cases of inland steamships and of work equipment where the straight line basis is used.” 


An examination of the submissions made and of the evidence given and of 
the arguments of Counsel seems to show that the first sentence in the foregoing 
statement is justified, namely: 


“The significant variation in accounting practice between Canadian National and 
Canadian Pacific is in regard to depreciation practices.” 


It would also appear that, except in the case of depreciation accounting, 
the differences in accounting policies and practices of the two railways are not 
likely to prove serious obstacles to uniformity. 


E. PRINCIPAL DIFFERENCES IN ACCOUNTING PRACTICES 
AND POLICIES BETWEEN THE TWO LARGE CANADIAN 
RAILWAYS AND CLASS I UNITED STATES ROADS 


As stated previously, the accounting practices of the two major Canadian 
railways in respect of Canadian operations follow closely the accounting practices 
prescribed by the Interstate Commerce Commission. The principal differences 
may be summarized as follows: 


(1) The Canadian National Railways and the Canadian Pacific Railway 
Company do not keep their accounts in such a manner as to reveal operating 
profits or losses on passenger services, whereas this is the practice in the 
United States. 
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(2) The Canadian National Railways provides for retirement of depre- 
ciable road properties of its Canadian lines by a charge to expense at the 
time of its retirement, whereas in the United States the standard practice 
is to provide for such retirements by annual depreciation accruals based on 
the straight line method. 


(3) The Canadian Pacific Railway Company provides for retirement of 
its equipment and depreciable road properties by means of annual depre- 
ciation accruals based on the user method, whereas the standard practice 
in the United States is to base accruals in this respect on the straight line 
method. 


(4) Canadian National Railways publishes its accounts on a consoli- 
dated basis, whereas in the United States this is not a common practice. 


(5) The Interstate Commerce Commission Uniform System of Accounts 
for Steam Railroads provides that when a railway company transacts an 
express business through its regular railway organization the revenues there- 
from and the expenses thereof shall be accounted for through the primary 
revenue and expense accounts provided for that purpose. 


Canadian National Railways adheres to this principle. The Canadian 
Pacific Railway Company operates its express business through a subsidiary 
company. 

(6) With respect to commercial telegraphs, the Interstate Commerce 
Commission requires that when a railway company conducts a commercial 
telegraph business its revenues and expenses shall be included in the primary 
revenue and expense accounts of the railway. 


Canadian National Railways follows this practice, whereas the Cana- 
dian Pacific Railway does not. 


The large American railroads do not conduct telegraph or express 
operations. Therefore, the Canadian Pacific Railway Company’s procedure 
may be more comparable to American practice in regard to such operations 
than that of the Canadian National Railways. This may appear to be 
anomalous, but in any event it is not a matter of great consequence. 


F. MEANING OF UNIFORM ACCOUNTING, DEPRECIATION ACCOUNTING 
AND THE SEGREGATION OF RAIL AND Non-RAIL ITEMS 


During the hearings, it became apparent that there might be some difference 
of opinion as to the meaning of these terms of the Order in Council. It would 
seem, however, that the terms uniform accounting, depreciation accounting and 
segregation of rail and non-rail items may be defined or described as follows: 


Uniform accounting methods and statistical procedures may be described 
as those methods and procedures which will provide for the recording and 
reporting of similar expenditures, revenues, assets and liabilities and other data 
by the various carriers in a similar manner. It is a system of accounts and 
reports which will permit of comparison of the accounts and reports of any one 
company with those of another company, with the assurance and knowledge 
that items of a similar nature have been recorded by all companies under accounts 
bearing the same name and reported by all companies in a similar manner. 


There have been many definitions of depreciation and depreciation 
accounting propounded during the past years. One which has had general 
acceptance with the accountants and which was used in the recent rate cases 
before the Board of Transport Commissioners without being challenged is the 


ACCOUNTING AND STATISTICS 207 


definition issued by the Committee on Accounting Procedure of the American 
Institute of Accountants in its Bulletin No. 22, dated May 1944, and which 
reads as follows: 


“Depreciation accounting is a system of accounting which aims to distribute the 
cost or other basic value of tangible capital assets, less salvage (if any), over the 
estimated useful life of the unit (which may be a group of assets) in a systematic and 
rational manner. It is a process of allocation, not of valuation. Depreciation for the 
year is the portion of the total charge under such a system that is allocated to the 
year. Although the allocation may properly take into account occurrences during the 
year, it is not intended to be a measurement of the effect of all such occurrences.” 


In the “Report of Committee on Depreciation to the National Association 
of Railroad and Utilities Commissioners 1943”, there are the following state- 
ments regarding depreciation and depreciation accounting on page xiv of the 
summary of that report: 

“The significance of the depreciation phenomenon may be described as follows: 

(a) Depreciation is the expiration or consumption, in whole or in part, of the service 

life, capacity, or utility of property resulting from the action of one or more of the 
forces operating to bring about the retirement of such property from service; 

(b) The forces so operating include wear and tear, decay, action of the elements, 

inadequacy, obsolescence, and public requirements; 

(c) Depreciation restlts in a cost of service. 

“Depreciation accounting is the process of charging the book cost of depreciable 
property to operations over its life.” 


The purpose of depreciation accounting may be said to be: 


(a) To provide a reasonable or fair allocation of the cost of an asset, 
subject to depreciation, against each accounting period; 

(b) To provide for the recovery of the cost of the asset subject to depre- 
ciation on the exhaustion of its useful life. 

By the segregation of rail and non-rail items is meant the classification or 
grouping of assets, revenues and expenses relating to railway operations so that 
the amount invested in railway property is clearly disclosed at all times and the 
results of the operations of railway property are also disclosed in a clear and autho- 
ritative form. | 

Such a classification or segregation will not be generally acceptable to 
interested parties unless it is carried out under the instructions and inspection 
of an independent regulatory body. Uniform accounting regulations for railway 
accounts necessarily involve an appropriate segregation or grouping of rail and 
non-rail items. 

G. PROPOSALS AND SUGGESTIONS 


The following are some of the statements which have been made in sub- 
missions to the Commission and which serve to outline the views generally held 
on the subjects of uniform accounting regulations, segregation of rail and non- 
rail items and depreciation accounting. 


1. Uniform Accounting and Segregation of Rail and Non-Rail Items 
Canadian National Railways 


In the Canadian National Railways brief, the following statement is made: 


“Canadian National is a state-owned enterprise. It is owned by the people of 
Canada and its affairs are a matter of public interest. It is highly desirable that the 
accounting presentation of its financial position and the results of its operations should 
be made according to accepted standards. A management subject to accountability 
should not itself decide the accounting rules by which the results of its management are 
to be judged.” 
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The Canadian National Railways also submits that there should be uni- 
formity between the accounting regulations of Canadian railways and those of 
United States roads. In support of this contention it points out that it operates 
extensive lines in the United States in respect of which it must follow the Amer- 
ican classifications as prescribed by the Interstate Commerce Commission. 
The accounts of these lines are included in the System accounts of the Canadian 
National Railways and any variation in accounting classifications would add 
to the accounting problems of the Canadian National: Railways. 


The Canadian National Railways emphasizes the advantages and benefits 
which would accrue to a Canadian regulatory body and the Canadian railways 
if the Interstate Commerce Commission classifications were adopted. 


The Canadian National Railways suggests that the smaller railways in 
Canada should not be burdened with a too elaborate accounting system and 
might use the Interstate Commerce Commission condensed classification. There 
is general agreement that small railways not operated or controlled by the two 
main systems should not be required to follow a classification designed for the 
large railways. The chief point of importance is that uniformity between the two 
major systems should exist. 


Canadian Pacific Railway Company 


In the Canadian Pacific Railway Submission is the following statement 
indicating certain differences between the situation in Canada and the United 
States: 

“Canadian railway accounting has largely followed the pattern established in 
the United States. The Interstate Commerce Commission found it necessary to place 
particular emphasis on measures for achieving uniformity in railroad accounting due to 
certain distinctive conditions, not paralleled in the Canadian situation. 

“For instance, the Interstate Commerce Commission, in 1900, had jurisdiction 
over 1,224 railroads operating 192,556 miles of main track and, at the end of 1947, 
502 railroads operating 238,209 miles of track. In these circumstances, it was essential 
to the Commission’s exercise of its functions that uniformity be sought in the periodic 
submissions of data by the many railroads under its jurisdiction. 

“In Canada, however, out of 42,322 miles of main track at December 31, 1947, 
38,764 miles, or over 90% of the total, were represented in the two great transcontinental 
roads—the Canadian Pacific and Canadian National.” 

The following statement also appears: 

‘Although the degree of uniformity in accounting procedure of Canadian railways 
is substantial, permitting certain general comparison of their results one with another 
and with those of United States roads, nevertheless the extent of comparability between 
the two major Canadian roads and between Canadian and United States roads is 
limited.” 


The Brief of the Company also explains the reasons for the views of the Cana- 
dian Pacific Railway Company on this lack of comparability. The Canadian 
Pacific Railway Company submits that some of these differences are of such a 
fundamental nature that they cannot be overcome by uniform accounting treat- 
ment. 


Province of Alberta 


The Province of Alberta makes the following statements on accounting and 
statistical procedures: 


“The Province of Alberta submits that your Commission should recommend that 
a standard system of accounts be adopted by the railways of Canada.” 


“Tt is not here suggested that such uniform results are necessarily used for the 
purpose of determining freight rates or passenger rates. The object of stressing the 
necessity for a uniform classification of accounts is that the financial statements may 
truly reflect the correct operating conditions and the financial position generally.”’ 
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“In the Submission of the Province of Alberta there is definite need for the pres- 
cription of uniform accounts by the regulatory body, i.e. the Board of Transport 
Commissioners, and for the continuous supervision of those accounts by the regulatory 
body. In our submission, therefore, the Commission should recommend that the 
Board of Transport Commissioners be empowered by statute to promulgate a uniform 
system of accounts for Steam Railways in Canada, generally along the lines of the 
accounting classifications prescribed for United States railroads by the Interstate 
Commerce Commission. In our submission the differences which the Canadian Pacific 
in its Outline Brief calls to the attention of the Commission should not be regarded as 
being sufficiently important to prevent the inauguration and functioning of a uniform 
system of accounts.” 


“We further submit however that by statutory provision the Transport Board 
should be authorized and directed to: 


(1) make a segregation of rail and non-rail activities of each carrier; 
‘(2) require the carriers to keep their respective accounts accordingly; 


(3) require the railways to properly apportion between rail and non-rail all 
charges which are common to rail and non-rail operations; 


““(4) require the railways to submit their financial statements in accordance with 
such segregation.” 


Province of British Columbia 


The following statements are made on behalf of the Province of British 
Columbia: 


“The principal recommendation in this field which the Province of British Co- 
lumbia desires to stress is the advisability of the adoption of uniform accounting 
regulations for Canadian railways.” 


“The accounting regulations should make provision for the detailed classification 
of all items which comprise the assets and labilities of Companies engaged in the pro- 
vision of rail transportation in Canada whose activities fall within the orbit of the 
Board of Transport Commissioners. The classification should provide for the complete 
segregation of assets and liabilities employed in the furnishing of rail service from all 
other assets and liabilities of the Company. We will have certain recommendations 
to place before the Commission regarding this particular phase in a later portion of this 
Brief. The assets employed in the provision of rail service should be segregated in 
such detail as is practicable with a minimum requirement of showing each category of 
depreciable and non-depreciable property separately.” 


Province of Saskatchewan 
The Province of Saskatchewan makes the following statements: 


“Tt is suggested, therefore, that there be prescribed by the Board of Transport 
Commissioners a uniform system of accounts fully detailed as to the content of each 
account and giving particular attention to the separation as between what is operating 
cost and what is capital. It is further suggested that there be prescribed a uniform 
policy as to provisions for retirement of plant. The Board should have the right of 
inspection, by its technical staff, of the accounting and statistical records maintained 
by the railway. A standard form of annual report to the regulatory body fully detailed 
as to all necessary statistical and accounting information and available to the public 
which pays the rates, should be in existence. There should be tests of maintenance and 
expense levels as to normality. The results to be achieved from the adoption of the 
foregoing would mean uniformity of accounts from year to year as between the different 
companies under regulation. It would also mean uniformity of interpretation through 
periodic rulings of the regulatory body. It would mean that the rules of the Board 
were being followed. It would also mean a standard policy of provision for retirement 
co-ordinated with the maintenance policy with which it must be integrated.” 


“The Government of Saskatchewan wishes to point out most emphatically that the 
above suggestions are made on the assumption that subsidiary ventures such as the 
hotels and the mining investments of the Canadian Pacific Railway will be considered 
as railway investments for the purposes of rate making, and that the accounting 
practices of these subsidiaries will be subject to the scrutiny of the Board. The Cana- 
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dian Pacific Railway was incorporated and sponsored for the purpose of providing 
transportation to the Canadian people and their investments should be treated accord- 


ingly.” 


Saskatchewan is the only province that has expressed the view that all 
“subsidiary ventures’? of the Canadian Pacific Railway Company should be 
taken into account and considered as railway investments for the purposes of 
rate making. 


Province of Nova Scotia 
The Province of Nova Scotia makes the following statement: 


“With respect to accounting methods of railways in Canada, it is submitted that 
in order to appraise the operating results of the railway in any year or to compare 
the results over a period of years, it is imperative that annual statements should be 
compiled on a uniform basis. It is urged that to bring this about the Board of Transport 
Commissioners prescribe a uniform standard classification of accounts which the railways 
should be required to follow in preparing their records and financial statements.” 


The Province of Nova Scotia enumerates as follows those points which it 
believes should receive special attention in dealing with uniform accounting 
and the segregation of accounts: 


“1. Definite and detailed rules should be laid down as to what constitutes proper 
charges to the operating accounts under the classification of maintenance. 

“2. The method of computing depreciation should be determined and the rates 
prescribed for all classes of assets. 

“3. Rules for the segregation of accounts should be laid down, clearly setting out what 
constitutes rail as opposed to non-rail enterprises. 

“4. Rules for the allocation and apportionment of charges common to both rail and 
non-rail enterprises should be prescribed by the Board.” 


Province of Manitoba 


The Province of Manitoba describes the first requirement of a uniform system 
of accounts as follows: 


“The first requirement of such a system of prescribed accounts is that there 
should be a clear definition of the activities which are to be covered by it. It is the 
view of the Manitoba Government that this system should cover all rail activities of 
the Canadian railways. The term ‘rail’ as used here should extend to the point where 
it will cover revenues and expenditures, both current and capital for all those activities 
which are to be taken into account in determining the level of freight and passenger 
rates in Canada. The particular division which should be made here has been described 
previously and needs no further elaboration at this point.” 


The Province of Manitoba makes the following suggestions with respect 
to the annual reports to be made by the railways to the Board of Transport 
Commissioners and to the Dominion Bureau of Statistics: 


“Our suggestions with respect to the Annual Reports by the railways to the Board 
and to the Dominion Bureau of Statistics, are that they should: 

1. Reveal as fully as possible the results of railway operations during the period under 
the standard accounting system prescribed by primary accounts; 

2. Reveal changes in the different asset accounts during the period, and in the related 
reserve accounts; 

3. Reveal operating revenues, operating expenses and investment, in the major regions 
of Canada and the formulas which have been used to allocate those items which are 
not directly attributable to the service in any one region; 

4, Include a Balance Sheet segregating rail and non-rail assets and their related reserve 
accounts; 


ACCOUNTING AND STATISTICS sai | 


5. Include the data necessary to a more detailed study of traffic statistics particularly 
with respect to the volume of traffic moving under the various types of rates; 

6. Include the data necessary to a study of the relative level of rates in the major 
areas of Canada; 

7. Include an annual inventory of assets in service, classified in such a manner as to 
reveal the number of years the various assets have been in service; 

8. Include a statement showing wherever possible, statistics of physical units such as 
rail placed, ties placed, man-hours of work performed, etc., in total and segregated 
between that chargeable to maintenance and that chargeable to capital. 

“Our final suggestion in this regard is that there should also be a system of monthly 
reports in a more condensed and less detailed form, covering those records for which 
monthly figures are relevant. Wherever monthly reports are provided they should 
follow the same pattern as the annual reports.” 


2. Depreciation 


Canadian National Railways 


The Canadian National Railways outlined its objections to any change in 
the depreciation policies of that Company. These may be summarized as follows: 


(a) Canadian National Railways has no inventory of its railroad property and 
any adequate valuation of the property which might be subject to depreciation 
would be a most lengthy and expensive task. 


(b) Canadian National Railways submits that the present practice in the United 
States as regards roadway property is illogical as depreciation accounting is not 
applied to the track structure. 


(c) Canadian National Railways suggests that for over forty years, United 
States railroads were generally opposed to depreciation accounting for roadway 
property and the reason for their changed attitude had largely to do with income 
tax relief which could be obtained. Canadian National of course has no income 
tax liability. 

(d) Canadian National Railways suggests that doubtless depreciation policies 
and reserves affect the credit or the market value of railway securities but that 
this is not the case with the Canadian National Railways as ‘“‘the value of its 
obligations rests upon the guarantee of Canada and the balance sheet of the 
Railways is of no consequence, market-wise.”’ 


(e) Canadian National Railways contends that under depreciation accounting, 
management does not see from the prescribed form of accounts the actual cash 
expenditures during the year. 


(f) Canadian National Railways maintains that ‘“‘a tremendous amount of 
accounting would be required without any offset advantage in setting up depre- 
ciation of small units of property...” 


Canadian National Railways suggests that there is probably something in 
favour of depreciation accounting in respect of a small road but, having regard 
to the size of the Company, its physical characteristics and the varying dates 
of the installation and the different service lives, a combined retirement and 
renewal basis best reflects the real expense of the year. 


It makes the following statement with reference to roadway property: 


‘““‘Canadian National consideration of this subject has led it to the conclusion 
that depreciation accounting, as applied to roadway property, should not be made 
mandatory. It considers as illogical the contention that depreciation accounting is 
essential to determine the true cost of maintenance, so long as the track structure is 
excepted. The adoption of depreciation accounting would not aid management in 
the control of maintenance expenditures; it would entail considerable accounting 
expense and its effect on the total operating expenses would be relatively quite small. 
But whatever arguments there may be, either for or against, Canadian National 
submits that its adoption is an impossibility until there is available an inventory of 
property units and a determination of their costs.” 
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Canadian National Railways expressed the view that there should not be 
depreciation accounting for roadway property and that rolling stock should be 
depreciated on the straight line method and that this procedure should be made 
compulsory for both railways. 


Canadian Pacific Railway Company 


In the submission of the Canadian Pacific Railway Company are the follow- 
ing statements setting forth in concise form the Company’s views on the advan- 
tages to the users of the railway service as well as to the Company of the user 
system of depreciation. 


“60. One of the principal objects of a depreciation system is to charge currently 
against income an appropriate proportion of the cost of property and equipment used 
in producing transportation service. The user method, by directly relating the depre- 
ciation charge to the use made of the property and equipment, achieves this object. 
The resulting net income in periods both of high and low traffic volume is in the opinion 
of Canadian. Pacific more realistically stated than if the straight line method were 
used.” 

“61. The user basis of depreciation is particularly suitable for railway operations 
because the volume of railway traffic and accordingly the use of railway property 
fluctuates more violently than in the case of other public utilities. Appropriate 
statistical measures of the use of railway equipment and property are available. This 
method has substantial advantages not only to the railway company but also to the 
users of railway service and tends towards a stabilization of railway employment.” 


There was general agreement on the part of the witnesses for the Company 
that the Board of Transport Commissioners should have jurisdiction over depre- 
ciation in so far as such charges affected rates. One witness for the Company 
expressed the opinion that the railways should be left free to choose their own 
methods of depreciation but agreed that the Board of Transport Commissioners 
should have power to determine the classes of assets to be made subject to depre- 
ciation accounting and the rates to be applied thereto. Another witness appearing 
for the Company expressed the view that the carriers should have freedom to 
select whatever method of depreciation they wished for corporate purposes but 
that one system should be prescribed for all carriers for rate-making purposes. 


The Company has made a strong case for the merits of the user system 
through its written submissions, the evidence of expert witnesses, other cases 
brought forward, and in the arguments of Counsel. 


Province of Manitoba 


The Province of Manitoba gives a most complete statement and comment 
on the subject of depreciation. Its comments and recommendations are either 
repeated or endorsed by several of the other provinces making submissions on the 
subject. Following are the recommendations of Manitoba: 


“For the sake of clarity, it seems advisable to list our recommendations at this 
point and then to develop each of them in some detail. On the question of accounting 
provisions for plant retirement, the Manitoba Government feels that your Commission 
should make the following recommendations: 


1. That The Railway Act should be amended in such a way that it is made clear that 
the authority and responsibility for setting the retirement and renewal practices 
to be used for rate making, lies in the hands of the Board of Transport Com- 
missioners and not in the hands of any interested parties, either the railways or the 
users of the service. 

2. That the Board of Transport Commissioners should have the authority and the 


responsibility for determining which assets are to be treated on the basis of retiral 
accounting or of renewal accounting or of depreciation accounting. 
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3. That the Board of Transport Commissioners should undertake its own independent 
studies of service life of those assets which are to be handled on the basis of depre- 
ciation accounting. 

4, That in dealing with those assets which are to be handled on the basis of deprecia- 
tion accounting, the service life data should be calculated in terms of years rather 
than in terms of units of mileage or traffic volume. In other words, that the depre- 
ciation, where it is used, should be calculated on a straight line basis rather than on 
the present user system. 

5. That the Board of Transport Commissioners should establish the necessary admi- 
nistrative machinery for maintaining a continuous review of all the above decisions.” 


Throughout that section of Manitoba’s Brief dealing with depreciation, it is 
urged that the straight line method of depreciation accounting be used. 


Manitoba’s criticism of the user basis of depreciation is not directed at 
any attempt to recover the cost of capital assets from the users of the service, 
but arises from the fact that the amounts set aside in recent years have been 
too large and if continued on the same basis ‘‘the users of the service will be 
called upon to pay the full cost of the assets and a rather substantial sum in 
addition.” 


Manitoba agrees that the user system may have merit from the point of 
view of corporate operations and business management but that, in the opinion 
of Manitoba, there are no adequate records available to check the fairness of the 
user rates and that, therefore, the user system should be rejected for rate-making 
purposes. 


Province of Nova Scotia 


The Submission of the Government of the Province of Nova Scotia confines 
itself to the following general remarks on depreciation: 


“The method of computing depreciation should be determined and the rates 
prescribed for all classes of assets.”’ 


Province of Alberta 
The Province of Alberta makes the following statements: 


‘An extended Submission is being made by the Province of Manitoba with regard 
to depreciation accounting and we associate ourselves with the views expressed therein.” 

“The submission of the Province of Alberta is that the straight line method of 
depreciation should be adopted because it accurately reflects the annual depreciation 
if the lifetime of the asset 1s correctly estimated and it is a method relatively simple 
to administer. On the other hand, it is agreed that the user method of depreciation 
has merit where the incidence of use fluctuates as it does in railway operations. Should, 
however, the user method be recommended for adoption in Canada we would stress 
the need of the regulatory authority setting forth definite requirements concerning the 
information necessary to be supplied in order to determine the basic rate.” 


Province of British Columbia 
The Province of British Columbia makes the following statement: 


“In advocating uniform accounting under statutory authority we include the 
submission that the basis of depreciation or provision for retirement of assets be 
uniform in respect of all Canadian Railways and that the adoption of a uniform method 
of depreciation by all railways should be strictly enforced. 

“We recommend that the regulatory body should require that the method of 
accounting for depreciation on all depreciable assets should be on a depreciation account- 
ing straight line basis, similar to the basis presently required by the Interstate Commerce 
Commission. 

“Tn our submission we have already intimated that while we have a definite 
preference towards straight line depreciation, the paramount consideration is that the 
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regulatory body should perscribe the method of depreciation to be followed after 
having satisfied itself as to the propriety of the rates involved, whether on a straight 
line or user basis.” 


H, ADVANTAGES AND DESIRABILITY OF UNIFORMITY IN REGULATIONS RELATING 
TO ACCOUNTING, DEPRECIATION PRACTICES AND THE SEGREGATION 
OF RAIL AND NON-RAIL ITEMS 


Prior to the recent freight rate cases before the Board of Transport com- 
missioners, it would not appear as if uniformity or the lack of uniformity in 
such matters as accounting and depreciation practices and the segregation of 
rail and non-rail items had caused much concern. However, an examination 
of the records in those cases and in particular the case arising out of the applica- 
tion of the Railway Association, dated 9th November 1946, and the supplementary 
application dated 12th December 1946, shows that a great deal of the time of the 
hearings was devoted to a discussion of the contents of various accounts and the 
propriety (for rate purposes) of the policies and practices followed by the railways 
in recording and reporting revenues, expenses, assets and liabilities. 


While it would not appear necessary to quote at length from the records of 
the freight rate cases to show the difficulties encountered by the Board in endea- 
vouring to distinguish between rail and non-rail items, the following quotations 
from the Judgment of the Board of Transport Commissioners for Canada, dated 
30th March, 1948, will serve to outline some of the problems encountered as a 
result of the lack of uniformity in regulations relating to accounting practices, 
depreciation procedures and the segregation of rail and non-rail items: 


“The Hon. Mr. Ralston, counsel for the Transportation Commission of the Mari- 
time Board of Trade and the Maritime Provinces, contends that income tax should be 
excluded entirely from the operating expenses of the railways. With this view I am 
unable to agree. Income tax payable in respect to railway operating income is, I think, 
properly chargeable to railway operating expenses. 


“For the Company it is also contended that it is impossible to segregate the income 
tax into two component parts, viz that portion derived from railway operations income 
as against that portion derived from ancillary services and investments and referred 
to as ‘Other Income’. I am satisfied, however, that such a segregation could be made. 


‘“‘As will be seen from the foregoing the whole enterprise of the Canadian Pacific 
Railway Company is somewhat closely integrated. And for this reason I have found 
considerable difficulty in appreciating the true situation of the company in respect to 
its railway operations. 


“It may be that some part of the fixed charges of the Canadian Pacific are attri- 
butable to non-transportation enterprises. But because of the close relationship of 
railway transportation and other enterprises of the Company I have not been able 
to calculate with any degree of satisfaction what the amount, if any, may be. 

“The question arises as to how long deferred maintenance may appropriately 
continue to be deferred. This question I am unable to answer on what is before us. 

“Counsel for the respondents submitted that the Canadian Pacific Railway should 
have drawn upon their deferred maintenance reserve to some extent for maintenance 
of way and structures in 1947, and that its expenses for such purpose should be reduced 
accordingly. This I am not disposed to do. 

“In making comparisons between Canadian Railways and United States Class 
I Roads some regard should be had to possible differences in conditions under which 
the respective Railways operate. The making of accurate comparisons between the 
Canadian Pacific Railway and Canadian National Railways is also difficult because 
of the lack of a uniform system of accounting and practices for Canadian Railways. 
This is a subject which, I think, should have further consideration at another time.” 


If the railway accounts had been prepared in accordance with uniform regu- 
lations in respect of accounting matters generally and depreciation procedures 
and the segregation of rail and non-rail items in particular, many of the problems 
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and difficulties referred to in the foregoing quotations would have been mini- 
mized, if not completely eliminated, and the time required for hearings corres- 
pondingly reduced. This in itself would seem to warrant the adoption of uni- 
form regulations for such matters. 

The views of all concerned, as an examination of the record will indicate, 
are almost unanimous in support of the desirability of uniform regulations in 
accounting procedures. ‘There are, as will be seen, particularly from the Sub- 
missions of the railways, certain differences of opinion as to the degree of uni- 
formity which can be achieved but it has not been suggested at any time that 
differences of that character are of importance as compared to the major ad- 
vantages to be gained from the adoption of uniform regulations. 


If uniform regulations are adopted relating to accounting matters, depre- 
ciation practices and the segregation of rail and non-rail items, the Board of 
Transport Commissioners will have available the necessary information to enable 
it to regulate such matters as come within its powers. In particular, as stated 
in the foregoing, it would eliminate much, if not all, of the time and argument 
now devoted to a discussion of the contents of the railway accounts and state- 
ments. 


Uniform reports and accounts would assist the shippers and the public 
at large in forming a better opinion as to the results of the operations of the two 
great Canadian railways and in making comparisons, if they so desire, between 
the operations of those railways, and of the Canadian railways with the American 
roads, provided, of course, in this latter instance that the Canadian system of 
accounts is substantially comparable to that followed by the American railroads. 


If there are any serious disadvantages which would arise out of the adoption 
of uniform regulations relating to accounting matters, depreciation practices and 
the segregation of rail and non-rail items, they have not been brought to light 
in the discussions before this Commission. Each railway has indicated that it 
would strongly object to any change in the depreciation policies it now follows. 
It has also been pointed out that, if the adoption of uniform regulations resulted 
in certain changes in accounting procedures, it would probably have the effect 
of distorting comparisons with prior years. These objections do not seem to be 
sufficiently serious to deserve much weight in a consideration of the matter when 
the major advantages to be gained from the adoption of such a system are taken 
into account. 


I. CONCLUSIONS 


After a consideration of the evidence and the arguments, the following 
conclusions have been arrived at: 


(1) That uniform accounting regulations, depreciation procedures and the 
segregation of rail and non-rail items are all inter-related and all have 
as their object the production of adequate and reliable information 
for management, regulatory authorities and others interested in rail 
operations and investments. 


(2) That the railways and the provinces appear to agree in principle on the 
desirability of uniform regulations governing accounting procedures, 
depreciation practices and the segregation of rail and non-rail items. 
As a rule any attempt by the state to extend regulatory controls is 
resisted by the interests affected. It is perhaps significant that no 
objection has been raised by the parties concerned as regards the desira- 
bility of a uniform code of accounts to be established under the authority 
of the Board of Transport Commissioners. The only question that has 
been raised is the degree of uniformity that is practicable and desirable. 
This is an administrative problem rather than one of principle and 
has not been taken into consideration here. 
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(3) 


(4) 


(6) 


(7) 


(8) 
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The two railways and all the Provinces, with the exception of the Pro- 
vince of Saskatchewan, seem to attach importance to having rail and 
non-rail items segregated on a uniform and consistent basis and all the 
Provinces agree that the Board of Transport Commissioners should have 
the power to determine what items shall be classed as rail and what as 
non-rail. While the absence of a clear-cut segregation of rail and non- 
rail items in the past has resulted in inadequate information being 
available for the consideration of rate applications, it has been stated 
by the Board of Transport Commissioners that in the case of the Cana- 
dian Pacific Railway Company the merging of revenues from rail and 
non-rail activities in a common treasury and the use of all surplus funds 
for rails operations, has been beneficial to the railway company and to 
the users of its service. This view appears to be sound and nothing here- 
tofore said regarding segregation of assets is intended to mean that the 
Canadian Pacific Company should be in any manner restrained in the 
use of all funds at its disposal for railway purposes. 


It would seem clear that there is complete agreement that regulations 
governing uniform accounting, depreciation practices and the segrega- 
tion of rail and non-rail items should not be set out in a statute but 
that appropriate powers should be conferred on the Board of Transport 
Commissioners, instructing it to promulgate the necessary regulations 
and to supervise their execution. 


It would appear that much useful work was done by the committee 
appointed in February 1939 by the Right Hon. C. D. Howe, then Minister 
of Transport, to consider a uniform classification of accounts for Cana- 
dian railways. The work of this committee should prove a useful 
groundwork for a further detailed consideration of the problem. Un- 
doubtedly the Board of Transport Commissioners will want to discuss 
with railway management any classification of accounts, code of depre- 
ciation policies and segregation of rail and non-rail items, but the 
important point is that uniformity is desirable and the Board must be 
given the express power and direction to bring about the uniformity 
regardless of whether or not the two major railways agree, and this 
uniformity should be brought about with utmost despatch. 


The Interstate Commerce Commission classification is followed in 
large measure and the advantage of using that classification has been 
stressed in Provincial submissions. It would appear that there are 
sufficiently important differences between the situation in Canada and 
the United States to warrant a careful scrutiny of all accounts to deter- 
mine whether some variation from the said classification may not be 
necessary and desirable. 


All the discussions on the subject of uniform accounting, depreciation 
and the segregation of rail and non-rail items have had reference to 
the accounts of the Canadian National Railways and the Canadian 
Pacific Railway Company. If a uniform classification of accounts is 
adopted, it would seem obvious that the principle of such a classification 
should be applied to the smaller roads, but it issuggested that a simplified 
classification would serve both the purpose of the railways and the 
needs of the Board of Transport Commissioners. 


It should be remembered that uniform classifications, uniform deprecia- 
tion regulations and the segregation of rail and non-rail items on a 
uniform basis will not result in similarity in all cases. However, uniform 
regulations should serve to bring out differences between the railways 
and eliminate some of the confusion which now exists when comparisons 
are made. 


ACCOUNTING AND STATISTICS rdf | 


(9)(a)Any system of depreciation which distributes the cost of the asset over 


(b) 


(c) 


(d) 


(10) 


(11) 


(12) 


the estimated useful life in a rational or systematic manner is worthy of 
consideration. 


While from the point of view of management there is merit in the user 
system of depreciation under which the charges fluctuate in accordance 
with revenues as do most of the expenses of the railways, the evidence 
indicates that the user basis presents serious problems to a regulatory 
body in its application and supervision. 


Notwithstanding the merits of other systems the straight line method 
of depreciation would appear preferable for rate making purposes and 
is generally used by regulatory bodies because it is easier to apply and 
check than any of the other recognized methods. 


It is recognized that the absence of detailed investment figures relating 
to the Canadian National Railways roadway property might render the 
application of depreciation accounting difficult. However, it would not 
seem as if the difficulties stemming from this situation should be per- 
mitted to stand in the way of uniform accounting if it is deemed desirable 
to apply depreciation to roadway property. 


The regulation of accounts requires first, the adoption of uniform termin- 
ology for all rail accounts, together with detailed instructions as to the 
items to be charged or credited to each account; and second, a system of 
supervision to ensure that the instructions of the regulatory body are 
being carried out. 


Regulation and supervision of rail accounting and statistics is essential 
to the effective regulation of rates and tolls. Effective rate regulation 
should rest on factual information compiled in a uniform manner from 
the carriers’ records. Informed action on the applications for rate changes 
is possible only when reliable operating data are available. It appears that 
present statistical reports as prepared by the railways are inadequate 
for the purposes of the Board. Sections 379 and 380 of the Railway Act 
do not appear to give the Board sufficient authority over the production 
of the statistics which it should have for the performance of its duties. 


Many of the complaints which had been levelled at railway statistics 
have arisen from the lack of certainty that particular accounts and 
operating figures of one railway could properly be compared with those 
of another railway or with the figures for previous years of the same rail- 
way, even when the items which it is sought to compare have been 
reported under similar headings and on similar forms. These complaints 
would appear to have some foundation and, as has been stated in respect 
to uniform accounting, constitute an important argument in favour of the 
adoption of a uniform code of accounts. The adoption of uniform 
accounting practices under the supervision of the Board of Transport 
Commissioners will remove the uncertainties which have existed in the 
past and will serve to reveal differences which may require special 
consideration by those using the reports. 


Statistical and financial reports covering the railways’ operations 
and “‘necessary to a full disclosure of all facts relevant to the determina- 
tion of the level of freight rates to be charged in Canada’’ should be 
designed by the Board of Transport Commissioners primarily with a 
view to ensuring that the Board has the necessary information to enable 
it to regulate such matters as come within its powers. 
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J. RECOMMENDATIONS 


It is accordingly recommended: 


That the Railway Act be amended so that the Board of Transport Com- 
missioners shall: 


(a) 


(b) 


(c) 


(d) 
(e) 


Be empowered and directed to prescribe as soon as practicable a uniform 
classification and system of accounts and reports for rail items for the 
Canadian National and Canadian Pacific railways. Such classification 
and system of accounts and reports to distinguish clearly between rail 
and non-rail items. Since each of these companies not only owns 
certain railways but controls, leases and operates other railways, the 
question will arise whether some of the smaller roads in this category 
should be compelled to adopt such classification. This is a matter of 
detail which the Board will be in a position to decide. The point to be 
stressed is that the uniformity must be such that comparisons of opera- 
tions between the two major systems may be readily made. 


Be empowered to prescribe a simplified classification of such accounts 
and reports for railways (other than the Canadian National and Cana- 
dian Pacific railways) subject to the jurisdiction of the Board. 


Be empowered and directed to prescribe as soon as practicable for all 
railways subject to its jurisdiction the classes of property for which 
depreciation may properly be charged in the rail accounts, and the rate 
or rates to be charged with respect to each class. Whatever system 
and whatever rates of depreciation are approved by the Board should be 
accepted for income tax purposes, because it might be said to be unfair 
to have depreciation charges approved by a regulatory body such as the 
Board and then disallowed in determining income tax liability. 

Be empowered to carry out such inspection and examination of the 
accounts of the railways as the Board deems necessary. 

Be empowered and directed to institute and maintain a statistical 


procedure so designed as to provide the requisite data necessary to the 
performance of its duties. 


CHAPTER VIII 
CANADIAN NATIONAL - CANADIAN PACIFIC ACT 


Paragraph 2(e) of Order in Council P.C. 6033 directed the Commission to: 


‘““(e) Review and report on the results achieved under the Canadian National- 
Canadian Pacific Act, 1933, and amendments thereto, making such 
recommendations as the present situation warrants.’ 


The above was included as a term of reference for this Commission presumably 
because of representations made by the provinces to the Federal Government 
(which have been referred to earlier in this Report) and because of lack of 
authority of the Board of Transport Commissioners under the Canadian National- 
Canadian Pacific Act. The Board in its decision! of March 30, 1948, authorizing 
a 21% increase, stated that the Canadian National-Canadian Pacific Act ‘‘does 
not confer upon the Board any duty or authority to require the railways to study 
and undertake any co-operative measures with a view to effecting economies or 
to review and investigate what measures they have taken or might have been 
taken under such Act’’— an opinion upheld in the review Decision handed down 
by the Board on September 20, 1949.* 


A. HISTORICAL BACKGROUND 


With the onset of the depression in 1929 railway traffic in Canada declined 
sharply and the financial position of both major railways became so serious that 
the Government of Canada in 1931 appointed a Royal Commission for the purpose 
of inquiring “into the whole problem of transportation in Canada, particularly 
in relation to railways, shipping and communication facilities therein, having 
regard to present conditions and the probable future developments of the 
country, and report their conclusions and make such recommendations as they 
think proper.’”’” The Order in Council* setting up the Royal Commission of 
1931-32 and outlining the reasons for its appointment stated in part as follows: 


“Having regard to the vital importance of transportation to the trade and com- 
merce of Canada, the serious and continuing deficits of the Canadian National Railways 
System, and the diminished revenues of the Canadian Pacific Railway system, con- 
ditions which have been brought about in part by duplication of tracks, facilities 
and services of every kind and in part by competition by other modes of transporta- 
tion, particularly motor vehicles operating on highways, the Ministers concur with 
the proposal that the whole subject be studied by Commissioners with the powers 
hereinafter set forth.” 


Following hearings throughout Canada the Commission presided over by 
Sir Lyman P. Duff reported to the Government in September, 1932. The Report* 
made several references to duplication of services and consequent uneconomic 
use of transportation facilities and dealt at length with the need for co-operative 
measures between the two major railway systems. 


Following the Report the Canadian National-Canadian Pacific Act was 
introduced in the Senate as Bill ‘‘A’’ and was assented to and became law on 
May 23.1935. 


In the years which followed the passage of the Act and while the depression 
continued there were joint co-operative measures instituted by the two railways. 

;RROR Ci 1) 

264 C.R.C. 1. 


3 Order in Council P.C. 2910, November 20, 1931. ; dade 
Report of the Royal Commission to inquire into Railways and Transportation in Canada, 1931-32. 
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The plight of the railways, however, was still serious and there was much discus- 
sion throughout the country about amalgamation and considerable agitation 
(chiefly by the Canadian Pacific Railway) for unification of the two systems. 


The first major review of the results achieved under the Canadian National- 
Canadian Pacific Act took place in 1938-39, when a Special Committee of the 
Senate was appointed to inquire into and report upon the best means of relieving 
the country of its extremely serious railway condition and the financial burden 
incidental thereto. It sat during 1938 and the early part of 1939 and in the 
course of its inquiry dealt with the co-operation achieved under the Act. 


The final report brought down on May 11, 1939, rejected the unification 
proposal and referred to statements made by Canadian National Railways officials 
that all savings practical of attainment could be secured under a policy of enforced 
co-operation, with respect to which it was held that savings of from $10,000,000 
to $15,000,000 might be effected even under the then depressed condition of 
railway transport. It was the view of the Senate Committee ‘‘that it is in the 
interest of the railways and of business generally that the uncertainty resulting 
from the Canadian Pacific agitation for unification be ended by frank recognition 
of the fact that unification of the railways is not possible of adoption and that 
further and more serious attempts should be made to give effect to the letter 
and the spirit of the Canadian National-Canadian Pacific Act, 1933.’ The Com-. 
mittee concluded that it was not advisable to modify the terms of the Act, until 
its possibilities were more thoroughly ascertained. 


Shortly after the outbreak of war in 1939 the railways found themselves in 
a position where all their available facilities were required and consideration of 
co-operative projects of any consequence ceased. It was not until the post-war 
period and after an application for a 30°% increase in freight rates was made 
by the railways that attention was directed again towards the importance of 
effecting economies through co-operative projects. 


B. PROVISIONS OF THE ACT 


The parts of the Canadian National-Canadian Pacific Act 1933 (23-24 
George V. Chapter 33) relevant to co-operation are the introductory Part 
consisting of Sections 1 to 3, Part I, Section 14 and Parts II and III consisting 
of Sections 16 to 28 and the Commission has limited its attention accordingly. 


Section 16(1) of the Act is in part as follows: 


“The National Company ... and the Pacific Company . . . are, for the purposes 
of effecting economies and providing for more remunerative operation directed to attempt 
forthwith to agree and continuously to endeavour to agree, and they respectively are, 
for and on behalf as aforesaid, authorized to agree, upon such co-operative measures, 
plans and arrangements as are fair and reasonable and best adapted (with due regard 
to the equitable distribution of burden and advantage as between them). to effect 
such purposes.” 


Three important features of this Section are: 


(i) That the legislation is to enable the railways to effect economies — this 
is the principal objective of the-Act; 


(ii) That in the pursuit of economy the two railways are to attempt to agree 
upon co-operative measures, 1.e. co-operation by agreement is the means 
of attainment of the objective; and 


(iii) That both the burden and advantage are to be equitably distributed 
between the two railways — Parliament did not expect nor intend that 
one railway should bear the burdens and the other should reap the 
advantages. One must not lose sight of these features. 
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Part II] of the Act provides for the setting up of a tribunal for the settling 
of disputes if any arise, the presiding officer of any tribunal to be the Chief 
Commissioner of the Board of Transport Commissioners for Canada and the 
other members of the tribunal to be one representative from the Canadian 
National Railway and one from the Canadian Pacific Railway. 


Section 14, Subsection (1), of the Act (as amended) deals with the report 
to Parliament and reads as follows: 


“The Board of Directors (Canadian National Railways) shall make a report 
annually to Parliament setting forth in a summary manner the results of their operations, 
any co-operative measures, plans or arrangements effected pursuant to this Act, any 
economies or more remunerative operation thereby produced, the amounts expended 
on capital account in respect of National Railways and such other information as 
appears to them to be of public interest or necessary for the information of Parliament 
with relation to any situation existing at the time of such report, or as may be required 
from time to time by the Governor in Council.” 


Section 27 of the Act provides: 


“Nothing in this Act shall be deemed to authorize the amalgamation of any 
railway company which is comprised in National Railways with any railway company 
which is comprised in Pacific Railways nor to authorize the unified management 
and control of the railway system which forms part of National Railways with the 
railway system which forms part of Pacific Railways.”’ 


This may be taken as a clear intimation that co-operation was not to reach 
the stage of amalgamation or unification. The two systems were to co-operate 
to achieve economy, but their identities were to be kept separate both corporate- 
wise and management-wise. 


C., ACCOMPLISHMENTS UNDER THE CANADIAN NATIONAL- 
CANADIAN PACIFIC ACT 


It appears from evidence submitted to this Commission that the Act has 
been invoked chiefly with regard to passenger train pooling. There were also 
some line abandonments, joint freight and passenger facilities, running rights 
and haulage of freight without line abandonment and certain miscellaneous 
projects including joint operation by the two companies of the Vancouver Hotel. 
Appendix ‘‘A”’ to this Chapter contains a memorandum showing details of various 
co-operative projects. The Canadian National Railways and the Canadian Pacific 
Railway Company through their working committee, the Joint Co-operative Com- 
mittee, have made seventeen studies which have resulted in co-operative action 
producing an annual joint economy of approximately $1,189,240, of which some 
$972,000 was from passenger train pooling in Ontario and Quebec. Other studies 
have been made of projects which it was estimated might produce further joint 
economies of $774,525 annually, but which for various reasons have not been 
put into effect. Still other projects were investigated, but not proceeded with. 


It will be noted that co-operative action with respect to passenger train 
pooling, joint freight and passenger facilities, joint switching, haulage of freight 
by one company for the other and change of interchange location took place 
during the two years 1933 and 1934. Projects with regard to “‘line abandonments 
with joint use of remaining line’ and “‘line abandonments with abandonment of 
territory” took place for the most part during the period 1936 to 1941. 


With the outbreak of war in 1939 emphasis was placed on utilization of 
facilities rather than on abandonment and as the war progressed the need for 
all existing facilities became increasingly apparent. Work on co-operative projects 
ceased and between 1941 and 1947 none was adopted. In the period 1947-48 
there were two projects with regard to line abandonments. 
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Since this report is to deal only with co-operative measures brought about 
under the Act, this Chapter is confined to such matters. It is useful to add, 
however, that for years before the Act came into force the practice of the rail- 
ways was to enter into joint arrangements with one another, e.g. joint facility 
agreements providing for joint use of the facilities of another company. In addi- 
tion there are other instances of co-operation between the railroads with respect 
to such items as integration of communication facilities; co-operative measures 
involving the handling of express traffic, etc. This is pointed out merely to show 
that there are co-operative activities between the railways other than those 
brought about by the Act. 


D. COMPLAINTS AND SUGGESTIONS 


The main complaints were: , 

(1) That the railways had not adopted sufficient co-operative measures 
under the Act — references were made to the estimates of possible economies 
predicted at the time of the Royal Commission of 1931-32. 


(2) That there is no jurisdiction in the Board of Transport Commissioners 
or in any other body to investigate what measures the railways have taken 
under the Act or to see that all possible economies have been effected. 


(3) That if the railways cannot agree on a measure it ends there and there 
is no one to “enforce co-operation’’. (There is however in the Act provision for 
an arbitral tribunal to settle disputes between the two railway companies. ) 


(4) The railways coniplain that on measures where they have reached 
agreement where abandonments of lines were involved, some of the parties who 
now urge co-operation opposed railway applications to the Board for the approval 
of such abandonments. 


The suggestions made to the Commission may be summarized as follows: 


(a) The Board of Transport Commissioners should have jurisdiction 
to investigate possible co-operative measures and to recommend the adoption 
of them by the railways, and to make report thereon to Parliament; 


(b) The Board should have power to enforce ‘Co-operation’ between 
the railways; 


(c) In rate cases, the Board should not grant increases in rates until the 
railways have affirmatively shown that all possible economies under the Act 
have been effected; 


(d) Another proposal was that a new tribunal should be set up to conduct 
research into possible co-operative measures and to make recommendations to 
the railways and to submit reports to Parliament; 


(e) The railways took the position that the Act should remain in force, and 
that no amendments are required. 


E. CONCLUSIONS 


1. The Act was passed to effect economies in railway operations during the 
depression and to improve railway revenues. Its primary purpose was not to 
lower rates. It should be noted, however, that estimates of saving made at the 
time of the Royal Commission of 1931-32 were based upon a theory of amal- 
gamation or unification. 

2. At the time of enactment economic conditions and the tactics of the two 
railways fully justified the legislation. 

3. The results achieved under the Act have been twofold: (i) economies 
have resulted which exceeded a million dollars a year in the 1930’s; (ii) the rail- 
ways have been deterred from damaging and wasteful competition. In judging 
of the success of the Act both results must be considered. 
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4. The possibility of making further economies is restricted by the growth 
which has taken place in the volume of traffic; but the importance of preventing 
extravagant competition remains. No one appearing before this Commission 
recommended or favoured the repeal of the Act. 


5. Under present conditions, shippers have a direct interest in economies 
in railway operation which they did not have in the 1930’s. At that time the 
emphasis had been on economies since it was not possible to increase rates, 
whereas during the last few years with increased volume of traffic and higher 
operating costs rates have been increased to bring railway revenues up to 
appropriate standards. Shippers or their spokesmen have therefore raised the 
question of whether full use is being made of the Act. 


6. Economies usually involve the employment of less labour and they 
usually curtail the services offered to shippers. In the 1930’s, when neither 
labour nor shippers were likely to benefit from the economies, they were certain 
to meet with opposition. Greater economies could have been effected if the 
railways had not met with so much opposition from localities affected by proposed 
curtailment of services and abandonments of lines. Appendix ‘‘A’’ shows that 
savings of more than $435,000 per annum could have been made. 


7. There is always some danger of short-sighted economies. Lines which it 
was once thought prudent to abandon have since been justified by increases in 
the volume of traffic; and the growth of population has made some measures 
of co-operation unnecessary. In such questions no judgment can be infallible 
and the best decision is probably that reached by experienced railway officials. 


8. The suggestion that the Board, in revenue cases, should require the 
railways to show that they have neglected no possible economy under the Act 
seems unworkable. It would require the railways to prove a negative and 
would lend itself to obstruction. 


9. The Act has served a useful purpose. In proposing amendments to it, 
the aim of the Commission is to improve the character of the annual report 
received by Parliament. 


F. RECOMMENDATIONS 


The Commission recommends that the Act be continued but be amended 
so as to provide that the annual report submitted to Parliament by the Directors 
of the Canadian National Railways shall contain a separate section giving in a 
summary manner information concerning: — 


(i) The results achieved and the economies effected under the Act during 
the immediately preceding fiscal year of the railways. 


(ii) Co-operative projects then approved by the railways but not yet com- 
pleted. 


(iii) Co-operative projects then approved by the railways but not proceeded 
with and the reasons therefor. 


(iv) Co-operative projects studied by the railways but not approved and the 
reasons therefor. 


(v) Co-operative projects currently being studied by the railways, and such 
other information as appears to the Directors to be of public interest or 
necessary for the information of Parliament with relation to any situa- 
tion existing at the time of such report or as may be required from time 
to time by the Governor in Council. 

(vi) An estimate of the annual value, having regard to the traffic conditions 


and cost of railway operations obtaining at the time of the report, of 
continuing co-operative measures, such as the pooling of trains. 
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APPENDIX A 


CANADIAN NATIONAL - CANADIAN PACIFIC ACT 
JOINT CO-OPERATIVE COMMITTEE RESULTS 


1933 to 1949 


The following statements indicate the results achieved under the C.N.-C.P. Act from its 


inception in 1933 to January 1, 1949: 


IN EFFECT AS OF JANUARY 1, 1949 


Passenger Train Pooling 
Montreal-Toronto, Toronto-Ottawa 
LimitedsPool effective prilyd, 1933 :uedee ple ae. Sees Bienes 
Montreal-Toronto, Toronto-Ottawa 
Montreal-Quebec 
extended pool effective March 11, 1934.01) 02 22..0% as 
Joint Freight & Passenger Facilities 
Saint John, N.B. Consolidation of Car Cleaning & Repair Staffs under 
C.N. Supervision, effective December’ 1,°1933.0 9. YUi we ese. 
Fredericton, N.B. C.P. Freight Office and Shed & C.N. Passenger 
Station closed and joint use of remaining facilities, effective 
March 21034 20808) ish Toie ree ERS CREPE! DE eae ee 
Quebec, P.Q. Consolidation of Car Cleaning Staffs under C.P. super- 
Wiston, eHeCLIVe:| UNG AL. O601 93 3. a. wera, Ale, ae eee es 
Gladstone, Man. Joint use of C.N. Station, effective July 3, 1933.... 
Joint Switching 
Portage la Prairie, Man. Each company performs joint yard and 


industrial switching in alternate months, effective November 1, 
1S Fa hae gale ba iD nn: 3 cheb opsee ace T atts ial a oat ane aioe 
Handling of Freight by One Company for the Other 
Fredericton, N.B.-Vanceboro, Maine, C.N. traffic hauled by C.P. 
enrective. Decemberrl, [9535.00 et ce eee ee erate 
Calgary-Edmonton, Alta.-Kamloops, B.C., C.N. grain traffic origina- 
ting in Calgary district hauled to Kamloops by C.P., and C.P. 


grain traffic originating in Edmonton district hauled to Kamloops 
by .C..N., ‘effective November 14671933.47 4 3 ie p ieee. 


Change in Interchange Location 


Freight traffic formerly interchanged at Lennoxville, P.Q., now 
interchanged at Lower Sherbrooke, P.Q., effective January 1, 1934 


Line Abandonments with Joint Use of Remaining Line 
Cyr-Edmundston, N.B., C.P. abandoned 27.6 miles of line and use 
C.N. line between these points, effective July 1, 1936........... 
Iberville-Farnham, P.Q. C.N. abandoned 10.9 miles of line between 
these points, etiective April 20, 1956 2 cca 2s ote eee 
Red Deer Jct.-Red Deer, Alta., C.N. abandoned 4.9 miles of line and 
use C.P. line between these points, effective March 27, 1941.... 
Alix-Nevis, Alta., C.N. abandoned 9.5 miles of line and use C.P. line 
between these points, effective October 18, 1948............... 
Trelle Jct.-Morinville, Alta., C.N. abandoned 12.2 miles of line and 
use N.A.R. line between these points, effective September 1, 1947 


Line Abandonment with Abandonment of Territory 


St. Canut-Cushing Jct., P.O., C.N. abandoned 24.6 miles of line and 
discontinued business in the territory, effective August 1, 1940.. 
Linwood-Listowel, Ont., C.P. abandoned 16.5 miles of line and dis- 
continued business in the territory, effective May 14, 1939...... 


Estimated Annual Joint Economy from all Joint Co-operative Com- 
mittee Projects in Effect as of January 1; 1949. 9 2... 2.2m e ees 


Males of line abandoned |..m! payers wire, Ae Ae GeN,. 462: 1 


STATEMENT.1 
JOINT CO-OPERATIVE COMMITTEE PROJECTS 


Estimated 
Annual 
Joint Economy 


$495,000 


477,000 


10,163 


8,895 


17,736 
2,800 


60,000 
4,416 


30,000 
12,347 
2,560 
6,135 
8,688 


24,000 
13,000 


$ 972,000 


69,000 


4,416 


59,730 


37,000 


$1,189,240 
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STATEMENT 2 


LINE ABANDONMENT PROJECTS APPROVED BY BOARD OF 
TRANSPORT COMMISSIONERS BUT NOT EFFECTIVE 


Estimated 
Annual 
Middleton-Bridgetown, N.S. . Joint Economy 
C.N. abandon 13.2 miles of line and withdraw from territory.... $ 16,800 


Langdon-Beiseker, Alta. 
C.N. abandon 10 miles of line. C.P. abandon 22.6 miles of line. 
Each company use remaining lines in territory jointly.......... 30,500 
Forth-Ullin, Alta. 
C.P. abandoned 64.7 miles of line and withdraw from territory. 
C.N. abandon 6.5 miles and lease 7.0 miles of C.P. abandoned line 58,000 $ 105,300 


STATEMENT: 3 


LINE ABANDONMENT PROJECTS CONSIDERED BY BOARD OF 
TRANSPORT COMMISSIONERS BUT NO ORDER ISSUED 


Estimated 
Annual 
Dranoel-Medonte, Lindsay-Bobcaygeon, Ontario. Joint Economy 
C.P. abandon 90.3 miles of line and withdraw from territory. 
C.N. lease 16.2 miles of abandoned line and agree that C.P. may 
have through running rights on C.N. line between Medonte and 
Peterboro when certain specific future conditions obtained...... $ 55,700 $ 55,700 


STATEMENT 4 


LINE ABANDONMENT PROJECTS RECOMMENDED BY JOINT CO-OPERATIVE 
COMMITTEE BUT DISALLOWED BY THE BOARD OF 
TRANSPORT COMMISSIONERS 
Estimated 
Annual 
Joint Economy 
Arnprior-Eganville, Ont. 


C.N. abandon 37.9 miles of line and withdraw from the territory. . $104,000 
Cataract-Fergus, Ont. 

C.P. abandon 24.7 miles of line and withdraw from territory... . 22,724 
MacGregor-Varcoe, Man. 

C.P. abandon 54.4 miles of line and withdraw from territory... . 45,000 
Louise-Deloraine, Man. 

C.N. abandon 56.3 miles of line and withdraw from territory... . 30,000 


Portage la Prairie-Gladstone, Man. 
N. abandon 36.4 miles of line. Each company use remaining 


PSEC ETI ar LOUIE, “co yrer Osc sibs o'@ © Made ns a: RL aaa hace Teta ae 34,500 
Hamiota-Miniota, Man. 

C.P. abandon 19.8 miles of line and withdraw from territory. ... 15,000 
Hallboro-Beulah, Man. 

C.N. abandon 75.2 miles of line and withdraw from territory.... 65,000 
Reston-Wolseley, Sask. 

C.P. abandon 122.4 miles of line and withdraw from territory. .. 104,550 


Carbondale-Egremont, Alta. 
N.A.R. abandon 29.8 miles of line. C.N. and N.A.R. use remain- ee, 
RINE LEM ACELALOL V AOUIEI Vy 5h... be care a nl Shaes eto, PSI ls, 6 eels eee a8 14,421 $ 435,195 


STATEMENT 5 
PROJECTS RECOMMENDED BUT NOT PROCEEDED WITH 


Estimated 
Annual 
Joint Economy 
Joint Switching: Mimico-Swansea, North Toronto-Leaside Areas.... $ 16,430 
Bala-Park-Wanup, Ont. Cn: 
C.N. abandon 141.2 miles of line. Each company use remaining 
Merekinmteristempgit ly cos wees cs Craps Ssalennine ls oat Ree oy 8 ayes 161,900 $ 178,330 


8—80075 
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STATEMENT 6 


LINE ABANDONMENT PROJECTS STUDIED CO-OPERATIVELY BUT 
ULTIMATELY PROCEEDED WITH AS EXCLUSIVE PROJECTS 


Ste. Therese-St. Eustache, P.Q. 
C.P. abandon 5.7 miles of line and withdraw from the territory. 
Joliette-Montfort Jct. and Fresniere-Shawbridge, P.Q. 
C.N. abandon 44.3 miles of line and each company use remaining line in territory jointly. 


STATEMENT 7 


LINE ABANDONMENT PROJECTS RECOMMENDED BUT SUBSEQUENTLY FOUND 
TO BE INADVISABLE BECAUSE OF INCREASING INDUSTRIAL 
DEVELOPMENT IN THE TERRITORY 


Birds Hill-East Selkirk, Man., C.N. abandon 15.3 miles of line. Each company use remaining 
line in territory jointly. 


STATEMENT 8 
PROJECTS FOUND TO BE UNECONOMICAL 


Scotts Jct.-North to the River, P.Q., abandon either C.N.R. or Quebec Central Railway line and 
both use remaining line jointly. 

Lanoraie-Joliette, or Paradis-Joliette, P.Q., abandon 6.3 miles of C.P.R. line or 10.6 miles of 
C.N. line, both companies using the remaining line jointly. 

Belair-Lachevrotiere, P.Q., alternative C.N.R. or C.P.R. line abandonments with both com- 
panies using remaining line jointly. 

phan feed ataice Falls, Ont., abandon 33.8 miles of C.N.R. line and both companies use C.P.R. 
ine jointly. 

Smiths Falls-Yarker, Ont., abandon 51.3 miles of C.N.R. line and use C.P.R. line jointly. 


Glen Tay-Shannonville, Ont., abandon 69 miles of C.P.R. line with joint use of 84 miles of C.N.R. 
line. 

Ottawa-Pembroke, Ont., abandon either C.N.R. or C.P.R. line with both companies using the 
remaining line. 

Ottawa West-Carleton Place, Ont., abandon 24 miles of C.P.R. line and both companies using 
C.N.R. line jointly. 

West Tower-Deer, Man., abandon 23.9 miles of C.N.R. line and both companies use C.P.R. line 
jointly. 

Rossburn Jct.-Orrville, Man., abandon 9.2 miles of C.N.R. line and both companies use C.P.R. 
line jointly. 

Estevan-Bienfait, Sask., abandon 6 miles of either C.N.R. or C.P.R. line. 


Regina-Moose Jaw, Sask., abandon 40.0 miles of C.N.R. line, both companies using C.P.R. line 
jointly. 
Young-Colonsay, Sask., abandon either C.N.R. or C.P.R. line. 


Saint John, N.B., joint yard switching. 
Toronto, Ont., joint switching, Union Station and Coach Yard. 
Chatham, Ont., joint switching, Sugar Company premises. 


MacTier and South Parry, Ont., consolidation of C.P.R. locomotive and terminal facilities with 
those of C.N.R. at South Parry or vice versa. 
Parry Sound, Ont., joint yard switching. 


Estevan, Sask., joint yard and industrial switching. 

Regina, Sask., joint industrial switching. 

Saskatoon, Sask., joint industrial switching. 

Calgary, Alta., joint yard switching. 

Kelowna, B.C., joint yard switching. 

Halifax, N.S., Saint John, N.B., and other points, establishment of joint ticket offices. 


Montreal, P.Q.-Boston, Mass., extension of passenger train pool services to include Montreal- 
Boston trains. 

Extension of passenger train pool to West of Toronto, Montreal-Winnipeg, Man. and Toronto- 
Winnipeg and West. 

Pembroke-North Bay, Ont., all C.P.R. through traffic over C.N.R. line. 


Kamloops-Vancouver, B.C., hauling C.P.R. through traffic over C.N.R. line. 
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STATEMENT 9 
PROJECTS ON WHICH STUDY WAS INTERRUPTED OWING TO WAR ACTIVITIES 


Between Competitive Points............. Nation-wide pool competitive passenger train services. 
Woodstock-Windsor, Ont. territory....... Abandonment of competitive lines. 
Nipigon: Currents} ct.) Ont dawns sek yd .Abandon C.P.R. line and running rights over C.N.R 
POCO WV illiaine Lames, Ont. Giacs ois oe 5 apalidsh C.P.R. line and running rights over C.N.R. 
Wioniper-viorrisy Manse. 24 Se Ce siete. AbEWeG either C.N.R. or C.P.R. line and joint use of 
Brandon-Maon, Man.................... Abana GCN TRE line and joint use of C.P.R. line. 
BASATOON LUNES AS Ke ahh wicks due tdidcvees Abandon functionally duplicate line. 
Bruderheim-Edmonton, Alta............. Abandon functionally duplicate line. 

» Porta liam odo Port AGEN OTe min did be ieh fl Joint operation of Lake Head Terminals. 
Sask atOCh OaSker 4 7 ee ae ea, Pere Union Passenger Terminal. 
(oalca iia liao tes itt fat Bett. cya been athde 45 Union Passenger Terminal. 
PUmoniia tare eee ee ee as feta Union Passenger Terminal. 


Edmonton & Calgary to Vancouver, B.C...Extension of co-operative agreement for handlin 
y co-op gre g 
westbound grain to Kamloops to include freight traffic. 
Vancouver to be made interchange point. 


Okanagan Valley-Vancouver, B.C..........Handling of freight traffic by one company for the 
other. 
SYST wee ae HL BLN PTR oa yh ely Territorial withdrawals of duplicate telegraph offices 


on a reciprocal basis. 


STATEMENT 10 
OTHER PROJECTS WHICH HAVE RECEIVED STUDY 


MOntreal-V audrenil yt. Pais os es ss a Pooling of suburban service. 

Okanagan Walleye weal Ftc. 0760. Lor a ee A | Pooling of train and boat services. 

Shannonville-Darlington, Ont.............Abandon C.P.R. line and use jointly C.N.R. line. 

Northipay-Yellek? Ontioa oe ok. os ses Abandon 7.9 miles C.N.R. line and joint use of C.P.R 
line and station. 

Sudbury, Ont.-Winnipeg, Man............Abandonment of duplicate lines. 
Kamloops-Vancouver, B.C............... Abandon either C.N.R. or C.P.R. line and joint use of 
other line. 

Halifax, Yarmouth, Regina, Saskatoon....Freight Terminals Regina & Saskatoon, and joint 
facilities Halifax and Yarmouth. 

PROUURIOEIAY AUIN Eee eee fie Side. a weve bon C.P. station facilities to be used jointly. 

SSC Dirty MAD TiC Hoey ieee RIM os, a Peete Joint Passenger and Freight Terminals. 

vee APE ie Mo eh carrots wake aye bbs » Joint use of C.P.R. locomotive terminal facilities at 
Ottawa West and C.N.R. locomotive facilities at 
Deep Cut: 


C.N.R. & C.P.R. Telegraph Companies. .. Consolidation of Commercial Telegraph Companies. 
C.N.R. & C.P.R. Express Companies... ... Consolidation of Express Departments. 


St. Johns, P.Q.-White River, Vt........... Running rights for C.P.R. trains over C.N.R. tracks. 

Sherbrooke, P.Q.-St. Johnsbury, Vt........Handling of C.P.R. freight traffic to New England 
points via C.N.R. lines. 

RULISITCOA LM tte acd teen a beet g is: © opnyest Montreal Joint Stock Yards. 

Kamilsops- Hope, Bilas. alow tat. Stat out C.P.R. to use C.N.R. line for freight service and 
C.N.R. to use C.P.R. line for passenger service. 

Pacific Godstyoteamships mai. % can es Be Amalgamation of present fleets under a separate com- 


pany or the elimination of duplicate service. 


CHAPTER IX 
THE MARITIME FREIGHT RATES ACT 


As a result of the recommendations contained in a report of the Royal 
Commission on Maritime Claims dated September 23, 1926, Parliament enacted 
the Maritime Freight Rates Act, 17. George V, Chapter 44. 


The preamble to the Act reads as follows: 


“WHerrEAS the Royal Commission on Maritime Claims by its report, dated 
September 23rd, 1926, has, in effect, advised that a balanced study of the events 
and pronouncements prior to Confederation, and at its consummation, and of the 
lower level of rates which prevailed on the Intercolonial System prior to 1912, has in 
its opinion confirmed the representations submitted to the Commission on behalf of 
the Maritime Provinces, namely that the Intercolonial Railway was designed, among 
other things, to give to Canada in times of national and imperial need an outlet and 
inlet on the Atlantic Ocean, and to afford to Maritime merchants, traders and manu- 
facturers the larger market of the whole Canadian people instead of the restricted 
market of the Maritimes themselves, also that strategic considerations determined 
a longer route than was actually necessary, and therefore that to the extent that com- 
mercial considerations were subordinated to national, imperial and strategic conditions, 
the cost of the railway should be borne by the Dominion, and not by the traffic which 
might pass over the line; 

“Anp WHEREAS the Commission has, in such report, made certain recommenda- 
tions respecting transportation and freight rates, for the purpose of removing a burden 
imposed upon the trade and commerce of such Provinces since 1912, which the Com- 
mission finds, in view of the pronouncements and obligations undertaken at Confedera- 
tion, it was never intended such commerce should bear; 

“AnD WHEREAS it is expedient that effect should be given to such recommenda- 
tions in so far as it is reasonably possible so to do without disturbing unduly the general 
rate structure in Canada; 

“THEREFORE His Majesty, by and with the advice and consent of the Senate and 
House of Commons of Canada, enacts as follows:” 

There are two important statements in the preamble which form a guide in 
reaching decisions on the various claims put forward by parties appearing before 
the Commission asking that the Act be amended in various ways: 


1st. The recognition of pre-Confederation pronouncements that the Inter- 
colonial Railway was designed to afford Maritime merchants, traders and manu- 
facturers the larger market of the whole Canadian people instead of the restricted 
market of the Maritimes themselves; and 


2nd. The recognition that, having regard to such pre-Confederation pro- 
nouncements, the burden imposed upon the trade and commerce of the Maritime 
Provinces resulting from increased freight rates after 1912 was never intended to 
be borne by such trade and commerce. 


Section 4 of the Act lists ‘preferred movements” :” 


“(a) Local traffic, all rail—Between points on the Eastern lines; for example Sydney 
to Newcastle; 


(b) Traffic moving outward, westbound, all rail—From points on the Eastern lines 
westbound to points in Canada beyond the limit of the Eastern lines at Diamond 
Junction or Levis; for example, Moncton to Montreal—the twenty per cent 
reduction shall be based upon the Eastern lines proportion of the through rate 
or in this example upon the rate applicable from Moncton west as far as Diamond 
Junction or Levis; 


(c) Traffic moving outward, export traffic, rail and sea — From points on the Eastern 
lines through ocean ports on the Eastern lines destined overseas; for example, 
Fredericton to Liverpool via St. John—the rate affected shall be that applicable 
from Fredericton to St. John.” 


228 


THE MARITIME FREIGHT RATES ACT 229 


ie also provides that traffic moving over car ferries shall be treated as all-rail 
traine. 


For greater clarity Section 5 lists movements which are not ‘‘preferred’’; 


“(a) Traffic moving inward or outward to or from the United States, all rail—From 
or to points in the United States to or from points on the Eastern lines; 

(b) Traffic moving inward, eastbound, from Canada, all rail—From points in Canada 
not on the Eastern lines eastbound to points on the Eastern lines; for example— 
Toronto to Moncton; 

(c) Import traffic to Canada, originating at points overseas; for example, Liverpool 
to Moncton or to Toronto; 


(d) Passenger movements and express movements.” 


Although the Act is entitled ‘‘An Act respecting the Canadian National 
Railways and the tariffs of tolls to be charged on certain Eastern lines,’’ provision 
is made by Section 9 for its application to other. railways operating in the ‘‘Select 
Territory’? which includes the Maritime Provinces and part of the Province of 


Quebec. 


Section 3 of the Act provides for the cancellation of freight tariffs existing 
on July 1, 1927, on “preferred”? movements and the substitution of tariffs showing 
a reduction of approximately 20%. 


Section 6 provides as follows: 


“6. For accounting purposes, but without affecting the management and operation 
of any of the Eastern lines, the revenues and expenses of the Eastern lines, including 
the reductions herein authorized which shall be borne by the Eastern lines, shall be 
kept separately from all other accounts respecting the construction, operation or 
management of the Canadian National Railways.” 

‘2. In the event of any deficit occuring in any railway fiscal year in respect of the 
Eastern lines the amount of such deficit shall be included in a separate item in the 
estimates submitted to Parliament for or on behalf of the Canadian National Railways 
at the first session of Parliament following the close of such fiscal year.” 


Section 7 provides as follows: 


“7. The rates specified in the tariffs of tolls, in this Act provided for, in respect of 
preferred movements, shall be deemed to be statutory rates, not based on any principle 
of fair return to the railway for services rendered in the carriage of traffic; and no argu- 
ment shall accordingly be made, nor considered in respect of the reasonableness of 
such rates with regard to other rates, nor of other rates having regard to the rates 
authorized by this Act.’ 


Section 8 provides as follows: 


“8. The purpose of this Act is to give certain statutory advantages in rates to 
persons and industries in the three provinces of New Brunswick, Nova Scotia and 
Prince Edward Island, and in addition upon the lines in the province of Quebec men- 
tioned in section two, together hereinafter called ‘select territory,’ accordingly the 
Board shall not approve nor allow any tariffs which may destroy or prejudicially affect 
such advantages in favour of persons or industries located elsewhere than in such select 
territory.” 


(These sections appear to be exceptionally broad in scope and stringent in 
application. They are not concerned with granting equality in treatment between 
the select area and the rest of the country. On the contrary they prescribe 
advantages in rates which persons and industries in this area are to enjoy over 
those in the other areas. And they make it the Board’s duty not to approve or 
to allow any tariffs which may affect such advantages.) 


To sum up, then, it may be said that the effect of the Act is that: 


On westbound traffic as far as Levis from any point in the Select Territory 
and on all local traffic within such territory the rates are 20% below the rates 
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in effect on July 1, 1927, subject, however, to any increases or decreases which 
have been or may hereafter be allowed by the Board to meet increases or re- 
ductions in cost of railway operations after July 1, 1927, permitted by Section 
3(2)(b). These rates are made statutory rates not based on any principle of fair 
return to the railways, and the purpose of the Act is to give certain statutory 
advantages in rates to persons and industries in the Select Territory, and the 
Board is not permitted to approve or allow any tariffs which may destroy or 
prejudicially affect such advantages in favour of persons or industries located 
elsewhere. 

The difference between ‘‘normal”’ tolls and the tolls in the tariffs established 
under the Act is paid by the Government to the railways and included in the 
annual estimates submitted to Parliament. 

The provisions of the Act were made applicable on and after April 1, 1949, 
to the Newfoundland Railway, including the steamship service between North 
Sydney and Port aux Basques. 

It is perhaps important in considering the matter to bear in mind that the 
20% reduction was based on a calculation made by the Royal Commission under 
the Chairmanship of Sir Andrew Rae Duncan, which found that from 1876 
to 1912 rates over the Intercolonial Railway had been kept at a low level to 
carry out the policy of successive federal governments and the pledges that had 
been made prior to Confederation. The Duncan Commission found that the 
rates had been increased after 1912 on the Intercolonial so that “their 100 had 
become 192”’ and that the estimated average increase of rates in the rest of Canada 
was 55%, so that ‘‘their 100 has become 155’’. The 20% reduction on the Inter- 
colonial rates was intended to make the 192 become approximately 155, and thus 
restore the position previously enjoyed. 


COMPLAINTS AND SUGGESTIONS 


1. The chief complaint presented to the Commission concerning the operation 
of the Act had to do with a situation which arises out of truck competition in the 
Provinces of Quebec and Ontario. It was alleged by the Maritime Board of 
Trade that, as a result of truck competition in these provinces, the railways had 
reduced their rates on traffic in Central Canada while maintaining them on similar 
traffic moving from the Maritimes to Quebec and Ontario. This, it was urged, 
was contrary to the provisions of Section 8 of the Act. A case dealing with the 
matter was brought before the Board in connection with rates on potatoes: 
Maritime Board of Trade v. C.N.R. 44 C.R.C. 289, and was appealed to the 
Supreme Court of Canada: 46 C.R.C. 161. The Board found that it had not 
been proven that the competitive tariffs had resulted in the destruction of, or to 
the prejudice of, the advantages provided to shippers in select territory under 
the Act. The Supreme Court refused to disturb the finding of fact made by the 
Board. Two important observations were made in that case. First, one made 
by the Board when it pointed out that the cancellation of the competitive rates 
in Ontario would not improve the position of the Maritime shippers in any degree 
since the raising of tolls in Ontario would merely drive business to the trucks and 
the Board has no authority to lower tolls in the Maritimes because of competition 
existing in another part of the country. It would only result in depriving the 
Railways of the small portion of the transportation of potatoes in Ontario which 
they have been able to retain even under a substantial reduction in rates. Second, 
one made by the Supreme Court when it held that, while the Board had power 
to cancel rates in outside territory which might destroy the statutory advantages 
given by the Act, it has no power to vary rates in select territory by allowing a 
reduction proportionate to the reduction made by the Railways in the territory 
outside the select territory. 
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The Maritime Board of Trade contends that the effect of these findings is: 


(a) It is “practically impossible to indicate prejudice as required by the Board because 
of so many economic factors involved which might influence the movement separate 
and apart from transportation. The difficulty is to segregate the transportation 
factor from the others and have it appear as the (sole) cause of the destruction 
of Maritime trade at a particular time and place...” 


(b) The “fact remains, however, that competitive rates tend to destroy rate relation- 
ships on which industries have been constructed and developed and the industries 
within the pale of motor and water transportation have a distinct advantage over 
those which are located outside and are competing in the same competitive zone.” 


(c) Although the Act as interpreted is applicable to competitive rates outside the 
“select territory”’, if such rates prejudicially affect or destroy the statutory advan- 
tages, ‘the Act is valueless if the rates are bona fide competitive.” 


(d) As a result these changes which have taken place mainly outside select territory 
have tended to ‘“‘nullify” or ‘‘whittle away” the statutory advantages intended to 
be maintained by the Act. . 


The Maritime Board of Trade accordingly asked the Commission to re- 
commend an amendment to the Maritime Freight Rates Act, by adding after 
the word “territory” in line 9 of Section 8 the following: 


“and the Board is authorized and directed to adjust or vary tolls or rates subject to 
the Act from time to time as may, in the opinion of the Board, be necessary to maintain 
the said statutory advantages in rates when there have been reductions in tolls or 
rates elsewhere than in such select territory.”’ 


This proposed amendment was supported by Nova Scotia, New Brunswick 
and Prince Edward Island. 


The railways opposed the proposed amendment on the grounds (a) that the 
Act was never intended to keep constantly in balance the relationship between 
competition and regions as it existed when the Act was passed; (b) that the 
so-called ‘‘whittling away” of the statutory advantages to persons and industries 
in the Maritimes by rate reductions in Central Canada arises out of truck compe- 
tition in Ontario and Quebec and not out of any voluntary action by the railways, 
and (c) that the proposed amendment would unduly extend the preferences 
intended to be created by the Act. 


2. The second complaint was that the effect of the recent horizontal increases 
had destroyed or prejudiced the statutory advantages given to persons and 
industries in the select territory by Section 8 of the Act. In the briefs presented 
by the governments of New Brunswick and Nova Scotia and the Maritime Board 
of Trade it was proposed that the statutory reduction should apply as far west as 
Windsor, Ontario, or at least as far as Toronto, and not merely over the portion 
of the haul in select territory. 


It must be assumed that the proposal has since been abandoned because none 
of the amendments submitted by any of the Maritime Provinces or the Maritime 
Board of Trade deal with the matter, and indeed the amendments which they 
do submit to other sections of the Act indicate that the reduction should apply 
on only the Eastern lines proportion of the through rate. 


3. The Province of New Brunswick also asked the Commission to recommend 
that the 20% reduction under the Act be changed to 30%. It was stated that 
this would not restore the rate levels which prevailed prior to the recent post-war 
increases, but would partially compensate for such increases. Presumably the 
recent increases would be applied against the ‘‘normal’’ tolls less 30% instead of 
against the ‘‘normal”’ tolls less 20%. 
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4. The Province of New Brunswick asked the Commission to recommend 
that the statutory reduction increased as above to 30% apply to inward or 
eastbound traffic as well as to outward or westbound traffic. The avowed 
purpose of the proposal was to lower the prices to domestic consumers, and by 
cutting the costs to manufacturers of goods used in their production, to reduce 
the disadvantages suffered by the New Brunswick manufacturers. 


There was a difference of opinion between some of the manufacturers in 
New Brunswick on the one hand and the Government of the Province on the 
other. The manufacturers apparently do not want the reduction on inward or 
eastbound traffic. Counsel for the province stated that his government was 
mainly concerned with consumers, and was not in favour of building up industry 
in New Brunswick ‘‘under the protection of high freight rates’. 


5. Prince Edward Island asked that the Act be amended so as to make the 
statutory reduction apply to inward or eastbound traffic but only on specific 
articles entering into production costs of their basic industries, e.g. on agricultural 
machinery, trucks, tractors, fertilizer, fishing equipment and supplies. 


6. At present the provisions of the Act apply to traffic moving by car ferries 
across the Straits of Northumberland, and Canso, and also by steamships (not 
being car ferries) across the Cabot Strait, but not to the Canadian Pacific Steam- 
ships plying between Saint John, N.B., and Digby, N.S. The Maritime Board 
of Trade asks for an amendment to the Act which would provide that ‘through 
traffic between Saint John and Digby moving over a steamship service owned, 
chartered, used, maintained or worked by a Railway Company subject to this 
Section 9 shall be treated as all-rail traffic. Both the Canadian Pacific and 
Canadian National railways supported the proposed amendment. 


7. Under existing legislation the Act applies only to all-rail movements 
beyond Levis. Nevertheless the practice of the railways and of the Board is to 
apply it also to rail-and-lake and to rail-lake-and-rail movements beyond Levis, 
for example, Moncton to Winnipeg, via steamer from Point Edward or Port 
McNicoll to Port Arthur or Fort William. The Maritime Board of Trade 
proposed to amend the Act to make it conform to this practice. The railways 
supported the proposal. 


8. Under a decision of the Supreme Court of Canada the Saint John gateway 
is effectively closed to westbound traffic originating on Canadian National lines 
in the select territory. The Maritime Board of Trade and the Province of Prince 
Edward Island ask to have the Act amended so as to enable alternative routings. 
This matter is dealt with under a separate heading, ‘“The Saint John Gateway”’. 


9. The Canadian Pacific Railway proposed that the Board be given power 
to adjust or vary tolls under the Act as may, in its opinion, be necessary to give 
effect to any general readjustment of rates in Canada. The railway pointed out 
that at the present time the Board may vary tolls from time to time as new indus- 
trial or traffic conditions arise, or may increase or reduce tolls when there are 
increases or reductions in cost of railway operations, but that the Act in its 
present form does not permit a change to provide for such a general readjustment 
in rates as might be brought about by a scheme for equalization of rates across 
Canada, and that hence the Act might stand in the way of an equalization pro- 
posal. 


The Maritime Board of Trade and the Maritime Provinces opposed the 
amendment proposed by the Canadian Pacific. 


10. The Canadian National Railways asked for the repeal of Section 6 
of the Maritime Freight Rates Act. The Company says that it does not keep 
separate accounts for its eastern lines, but collects its share of the subsidies 
payable under the Act in the same manner as other railways operating in the 
select territory. 
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The Royal Commission presided over by Sir Lyman Poore Duff stated that 
‘no good purpose is served by such a division in the accounts,’’ and that the Act 
“should be applied to the Canadian National Railways in a similar manner to 
that of other railways’’ operating within the select territory. 


11. The City of Quebec and the Chamber of Commerce of that City asked 
that the City of Quebec be included in the select territory. This matter is 
separately dealt with elsewhere in this report under the heading ‘‘Claim of the 
City of Quebec for extension of Maritime Freight Rates Act’’. 


12. There were complaints about the ‘“‘arbitraries’’ over Montreal and the 
Commission was asked to recommend that they be restored to, and maintained 
by law at, the level of July 1, 1927. This matter is dealt with separately under 
the heading ‘‘Arbitraries over Montreal’. 


13. Although the foregoing are the principal complaints and suggestions 
made regarding the legislation there were others of a more general character and 
these may be summarized as follows: 


(a) The Canadian National Railways are opposed to its extension, and state 
that no other Acts should be passed based upon the same principle; 


(b) The Canadian Pacific Railway agrees that the principle of the Act 
should not be extended, but does not recommend its repeal or alteration 
because vested interests have been built up under it which might be 
destroyed. The company states (i) that this type of assistance does not 
encourage normal or desirable economic development, and (ii) its 
extension would be detrimental to the national interest, and would 
result in serious rigidities in the rate structure and constant claims for 
further extensions; 


(c) The Vancouver Board of Trade submits that there should be no statu- 


tory rates and that rates under the Act should be subject to review by 
the Board; 


(d) The British Columbia Fruit Growers’ Association is of opinion that the 
rates in the Maritimes should be ‘‘returned to the jurisdiction of the 
Board”’; 


(e) The British Columbia Feed Manufacturers’ Association suggests that 
all statutory rates should be subject to change by the Board to reflect 
changes in economic conditions; and 


(f) Submissions coming from the Maritime Provinces are to the effect 
(i) that the percentage (20%) reduction is now inadequate and should 
be increased (although no definite amount was stated); (ii) that the 
reduction should apply to eastbound goods coming into New Brunswick 
and Nova Scotia to be processed; (iii) that the reductions should apply 
eastbound especially on goods protected by customs tariffs; (iv) that 
if the ‘‘statutory advantages’ have been prejudiced by horizontal 
increases the Act should be amended to allow the Board to provide the 
necessary relief; (v) that the Act does not improve the position of the 
consumer in the Maritimes; (vi) that horizontal increases have disturbed 
rate relationships established under the Act. 


14. In a brief submitted by the Furness Red Cross Line, the Furness-Warren 
Line and the Newfoundland Canada Steamship Line it was stated that the exten- 
sion of the Act to Newfoundland gives rail traffic an advantage over steam- 
ship lines, and that the Act should be made applicable to water shipments to 
Newfoundland so that steamships could be subsidized, in a manner similar to 
the railways, i.e. by the payment of the difference between the ‘“‘normal’’ tolls 
and the reduced tolls published in the tariffs pursuant to the Act. 
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CONCLUSIONS 


Complaint No. 1 Regarding Truck Competition: In effect, what is asked for 
here is that if a competitive rate is published the Board should make whatever 
adjustment of the rates under the Maritime Freight Rates Act may be necessary 
to maintain the advantages of the select territory even against truck, and not only 
railway, competition elsewhere. In such case the railways would probably decide 
not to reduce tolls to meet competition, and the persons and industries in the 
Maritimes would be no better off because the producers in Central Canada could 
still transport their goods by truck. 

The proposed amendment is subject to two objections: (1) it would ensure 
to the Maritimes all the competitive rates regardless of whether or not there was 
competition for the railways in the select territory, and would thus confer an 
additional advantage to persons and industries not intended by the Act, and 
(2) it would be contrary to the rate-making principle that competitive rates are 
in the discretion of the railways and are put in force to preserve at least some of 
the traffic to the railways. 

The persons and industries in the select area are sufficiently protected in 
this respect by the Act as it now stands. If they can show that a rate put into 
effect outside of the select territory prejudices or destroys the statutory advan- 
tages of persons or industries in the select territory they can apply to the Board 
for the cancellation of the rate. This question is one of fact to be decided in 
each case on the particular merits involved. The statute is an extraordinary 
one and gives advantages which Parliament should not be asked to extend in the 
absence of the most compelling reasons. They should not be extended for pur- 
poses which cannot be brought within the intention of Parliament as set out in 
the preamble to the original Act. 


The complaints and suggestions comprised in paragraphs numbered 2, 3, 4 
and 5 under the heading ‘‘Complaints and Suggestions’’ may be treated as being 
of one category. They all ask for an extension of the subsidy provisions of the 
Act or a reduction in the tolls under the Act either (a) by making the reduction 
apply to a longer portion of the through haul, or (b) by increasing the amount of 
the reduction from 20% to 30%, or (c) by applying the reduction to eastbound 
as well as westbound traffic, or at least on certain eastbound articles of traffic. 

Nothing put before the Commission warrants a recommendation of such 
extensions of the Act. The proposals overlook the basic intent and purpose of 
the Act. 

As has already been pointed out the reasons for the enactment of the statute 
are expressed in its preamble. The object of the calculation which led to the 
adoption of the 20% reduction in rates was to restore the advantages of the rates, 
lower than those in force in the other parts of Canada, which the Maritimes had 
enjoyed prior to 1912. It is to be observed that in the report of the Duncan 
Commission the following statement was made: ‘We think that this broad 
measuring, once and for all, of these considerations has such advantages that it 
should not be qualified or delayed by minor criticisms’’. 


A change in the 20% reduction would be an unwise departure from the 
theory employed by the Duncan Commission in arriving at the remedy which 
it proposed. 

The extension of the reduction beyond the limits of the Eastern lines would 
likewise be a disregard of the whole basis on which the Act was recommended and 
passed. 

To apply the reduction to eastbound traffic would be to change the purpose 
set out in Section 8 of the Act which is to confer advantages in rates to persons 
and industries in the select territory. The claims made regarding pre-Confedera- 
tion promises were that the Intercolonial Railway would enable the Maritime 


THE MARITIME FREIGHT RATES ACT 235 


merchants, traders and manufacturers to get into the Central Canadian market. 
There was no claim that the “‘consumers’’ were to benefit, and the Statutory 
Preference was not intended for that purpose. The claims made were that the 
merchants, traders and manufacturers were promised these markets, that the 
higher freight rates put in between 1912 and 1925 had prejudiced them, and that 
the rate advantage of 20% on westbound traffic was needed to restore the advan- 
tage. 


Suggestion No. 6, concerning the steamship service between Digby, N.S., 
and Saint John, N.B.: The Act in its original form applied only to the two car 
ferries operated by the Canadian National Railways between Prince Edward 
Island and New Brunswick and between the mainland of Nova Scotia and the 
Island of Cape Breton. Both of these car ferries are rail links of the Inter- 
colonial Railway. They are the only links between these islands and the main- 
land. 


By Section 4(2) of the Act traffic moving over these car ferries is treated 
as all-rail traffic. The principle involved is clear. A narrow strip of water 
separated the islands in each case from the mainland, and it was undoubtedly 
felt that this situation should not adversely affect rail traffic or the rate payable 
by persons on the prespective islands. 


When Newfoundland became a part of Canada in 1949, it was provided by 
the Terms of Union that ‘‘for the purpose of railway rate regulation the Island of 
Newfoundland will be included in the Maritime Region of Canada, and through 
traffic moving between North Sydney and Port aux Basques will be treated as 
all-rail traffic,’ and the Statute Law Amendment (Newfoundland) Act made 
similar provision (Section 13). While it is true that in the case of the service 
between North Sydney and Port aux Basques the railway cars are not ferried, 
there was nevertheless a sound reason for dealing with the matter in this way. 
Newfoundland was coming into Canada as a new Province, and it seemed al- 
together proper to provide for it what can be deemed to be an “‘all-rail link’ 
to unite it with the rest of Canada, as in the case of Prince Edward Island. 


The steamship service operated by the Canadian Pacific Railway Company 
between Saint John and Digby does not fall within the same category as the 
three ‘‘all-rail routes’’ above referred to, nor are there the same compelling reasons 
for making it or deeming it to be an all-rail route. For all practical purposes the 
routes across the Northumberland and Canso Straits are all-rail routes; the route 
across the Cabot Strait was made all-rail for the reasons given above. No 
circumstances exist which would warrant the according of such special treat- 
ment to the steamship service between Digby and Saint John. 


If an extension of the Act were made in this case it would lead to the demand 
for a similar concession in favour of the steamship services operating from point 
to point within the area, and this would enlarge the scope of the Act beyond, not 
only what was originally intended, but what is required. 


It is significant that in the case of Newfoundland the “‘all-rail’’ measure was 
applied to only one route, that between North Sydney and Port aux Basques, 
although there are several other passenger and freight services by steamships 
between the Island and other provinces. 


Suggestion No. 7: All parties agreed that the omission of rail and lake move- 
ments beyond Levis was an oversight, and since the practice is to apply the rates 
to such movements, the Act should be amended to provide that traffic moving 


outward westbound rail-and-lake and also rail-lake-and-rail from points on the 
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Eastern lines westbound to points in Canada from ports beyond the limits of the 
Eastern lines at Diamond Junction or Levis, be treated as preferred movements. 


Suggestion No. 9: This is the amendment intended to provide that the Board 
may adjust or vary tolls in the select area when, in its opinion, it is necessary ~ 
to do so to give effect to any general readjustment of rates in Canada. It is 
proposed in view of the general freight rates investigation now being conducted 
by the Board. The Order in Council calling for this investigation, P.C. 1487, 
was issued in April 1948, eight months before‘this Commission was appointed. 
One of its purposes is to secure the equalization of freight rates, but it expressly 
excludes from this equalization such rates as are now governed by Statute. 
These are the Crowsnest Pass rates and the rates established under the Maritime 
Freight Rates Act. Shortly after Order-in-Council P.C. 1487 was issued the 
question of possible amendments to legislation in order to make equalization 
more effective was dealt with between the government and the Board. Under 
these circumstances it is best to leave matters as they stand and no recommenda- 
tion by this Commission appears to be called for. 


Suggestion No. 10: Section 6 of the Act should be repealed because it appa- 
rently serves no useful purpose and is not being complied with. 


Complaints and Suggestions No. 13: The proposal that the rates under the 
Act should be subject to change by the Board otherwise than under its present 
practice cannot be recommended. The Act was designed to meet a peculiar 
set of circumstances and should in the language of the Duncan Report be regarded 
as a broad measure ‘‘once and for all’’ to fulfil the pre-Confederation promises, 
and it has performed and continues to perform the functions for which it was 
designed. Only under the most imperative conditions should it be extended or 
altered. 


The question of the application of horizontal increases as a method of 
increasing freight rates is dealt with separately in this report. No good purpose 
can be served by including a discussion of such a question in the consideration 
of amendments proposed to the Maritime Freight Rates Act. If any horizontal 
increase is alleged to affect prejudicially the advantages conferred by Section 8 
of the Act upon any industry or person within the Select Territory it is open to 
the person who alleges the prejudice to raise the question concerning his legal 
rights before the proper tribunals. The question whether the disturbance of 
rate relationships produces such a prejudice should also be determined in the 
same way. 


Suggestion No. 14: There can be little doubt that the extension of the Act 
to Newfoundland did give to rail traffic an advantage over steamship lines. 
Information shows, however, that fairly satisfactory working arrangements 
have been made between the Railways and the Steamship Companies which 
alleviate to some extent the state of affairs created by the treatment of the 
water movement between North Sydney and Port aux Basques as all-rail traffic. 
In any event this is a situation which Parliament should not attempt to correct 
by an amendment to the Maritime Freight Rates Act. The Act was not designed 
as a subsidy Act except to compensate the railways for the statutory reduction 
in their tolls. If the steamship companies can show that they are in need of 
subsidies and that the service they provide is an essential one, the course for 
them to adopt is to apply to the Canadian Maritime Commission. Each case 
will undoubtedly be considered there on its own particular merits. The subject 
is not one to be considered in this study of the working of the Maritime Freight 
Rates Act. 
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RECOMMENDATIONS 


1. It is recommended that Section 4(1) of the Maritime Freight Rates Act 
be amended by adding thereto a new clause (d), which will confirm the 
present practice of the Board and of the tallways. This amendment 
will read as follows: 


“(d) Traffic moving outward westbound rail-and-lake, and also rail-lake-and-rail from 
points on the Eastern lines westbound to points in Canada via ports beyond the 
limit of the Eastern lines at Diamond Junction or Levis; for example, Moncton 
to Winnipeg via the port of Point Edward thence via water to Port Arthur or 
Fort William—the twenty per cent shall be based upon the Eastern lines pro- 
portion of the through rate for the rail mileage from Moncton west as far as 
Diamond Junction or Levis.” 


2. It is recommended that Section 6 of the Maritime Freight Rates Act be 
repealed. In this case also the repeal is intended to bring the Act into 
conformity with the practice now followed. 


3. It is not recommended that the Act be amended in any other particular. 


CHAPTER X 
CROWSNEST PASS RATES 


The rates known by this name form an important part of our freight rate 
structure. They owe their existence to action taken by Parliament, more than 
half a century ago, intended to assist the grain-growing industry of the Prairies. 
This industry gave promise at that time of becoming (as it has since become) 
a major factor in the economy of Canada, provided the producers were given 
the benefit of favourable transportation costs for the bringing in of their essential 
supplies and for the taking out of their products to distant world markets. 
Parliament acted by authorizing the making of a contract between the Govern- 
ment of Canada and the Canadian Pacific Railway Company, one of the terms 
of which was to be the fixing of these freight rates. Fuller particulars of this 
contract, which was concluded in September, 1897, will be given in the following 
pages. 

The scope and application of the Crowsnest Pass Rates have been greatly 
altered since they first became effective. They are at present in force, (partly 
by statute, partly by Order of the Board of Transport Commissioners, and 
partly by action of the railways themselves, as will appear), in respect only to 
shipments of grain and ‘flour and certain other grain products, and they are 
held at a level which is 3 cents per 100 pounds less than the rates charged by the 
Canadian Pacific Railway Company in September, 1897, on shipments of grain 
and flour from all points on its main line on the Prairies west of Fort William to 
Fort William and Port Arthur, and they apply as follows: 


(a) To shipments of grain and flour moving from all points on all lines of 
railway west of Fort William to Fort William and Port Arthur over all 
lines constructed by any company subject to the jurisdiction of Parlia- 
ment; 

(b) To shipments of grain and flour moving from Prairie points to Westfort 
and Armstrong; 


(c) To shipments of grain and flour from Prairie points to Vancouver and 
the other Pacific ports for export. (But in this case the distance from 
Calgary to Vancouver via the Canadian Pacific Railway is assumed to 
be the same as the distance from Edmonton to Vancouver, that is, 
766 miles instead of the actual distance of 642 miles); 


(d) To shipments of grain and flour moving from Prairie points over the 
Hudson Bay Railway to Churchill for export; 


(e) To shipments of certain by-products of the milling, distilling and 
brewing industries, and also certain feed products, not included, by 
strict interpretation, within the meaning of ‘‘grain’”’ and “‘flour’”’ in the 
foregoing paragraphs (a), (b), (c) and (d); 

(f) These Crowsnest Pass Rates have a further indirect application in that 
they serve to keep down the rates on domestic grain and flour shipments 
within Western Canada. The railways were not allowed to apply the 
recent freight rate increases to western domestic rates on these articles 
because the Board thought that such an increase would produce too 
great a spread between the two sets of rates. 


The particulars of the 1897 Contract may now be set out in so far as they 
are essential to the problem. 

In 1897 the Canadian Pacific Railway Company desired to build a railway 
from Lethbridge (then in the Northwest Territories and now in Alberta) through 
the Crowsnest Pass into Nelson, British Columbia, and was in need of financial 


238 


CROWSNEST PASS RATES 239 


assistance for this enterprise. The Government was authorized by Parliament 
to grant this assistance in the form of a subsidy of $11,000 per mile of railway 
built, the subsidy not to exceed in the aggregate the sum of $3,630,000. The 
Company in consideration of receiving this financial assistance entered into 
certain covenants with the Government, three of which related to freight rates. 
The first of these had to do with the control of certain rates, and will be dealt 
with further on in this chapter. The others made provision for those rates which 
became known as the Crowsnest Pass Rates, and are as follows: 


‘“(d) That a reduction shall be made in the general rates and tolls of 
the Company as now charged, or as contained in its present freight tariff, 
whichever rates are now the lowest, for carloads or otherwise, upon the 
classes of merchandise hereinafter mentioned, westbound, from and including 
Fort William and all points east of Fort William on the Company’s railway 
to all points west of Fort William on the Company’s main line, or on any 
line of railway throughout Canada owned or leased by or operated on 
account of the Company, whether the shipment is by all rail line or by lake 
and rail, such reduction to be to the extent of the following percentages 
respectively, namely: 


Upon all green and fresh fruits, 3314 per cent; 

Coal oil, 20 per cent; 

Cordage and binder twine, 10 per cent; 

Agriculture implements of all kinds, set up or in parts, 10 per cent; 


Iron, including bar, band, Canada plates, galvanized, sheet, pipe, pipe-fittings, nails, 
spikes and horse shoes, 10 per cent; 


All kinds of wire, 10 per cent; 

Window glass, 10 per cent; 

Paper for building and roofing purposes, 10 per cent; 
Roofing felt, box and packing, 10 per cent; 

Paints of all kinds and oils, 10 per cent; 

Livestock, 10 per cent; 

Woodenware, 10 per cent; 

Household furniture, 10 per cent; 


“And that no higher rates than such reduced rates or tolls shall be hereafter 
charged by the Company upon any. such merchandise carried by the Company between 
the points aforesaid; such reductions to take effect on or before the first of January, 
one thousand eight hundred and ninety-eight; 


“(e) That there shall be a reduction in the Company’s present rates 
and tolls on grain and flour from all points on its main line, branches, or 
connections, west of Fort William to Fort William and Port Arthur and 
all points east, of three cents per one hundred pounds, to take effect in the 
following manner: One and one-half cents per hundred pounds on or before 

the first day of September, one thousand eight hundred and ninety-eight, 

and an additional one and one-half cents per one hundred pounds on or 
before the first day of September, one thousand eight hundred and ninety- 
nine; and that no higher rates than such reduced rates or tolls shall be 
charged after the dates mentioned on such merchandise from the points 
aforesaid.”’ 


The line of railway was built, the Government paid the Company a subsidy 
of $3,404,720, and the Agreement concerning freight rates became fully effective 
on September 1, 1899. 
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In the controversy which arose upon the subject of these Crowsnest Pass 
rates the Commission was asked to give due weight to the advantages, apart 
from the bare amount of the subsidy, which the company expected to acquire, 
and did acquire, by entering into this agreement with the Government. It is, 
of course, certain that the company did not build the railway merely for the 
sake of the subsidy. The real value of the subsidy was that it enabled the com- 
pany to construct a line which gave it an all-rail link between its main line and 
the Kootenay region, and thus assured it of a railway monopoly throughout a 
large territory believed to be rich, particularly in mineral resources, and which 
might otherwise have been traversed by American lines. Moreover, the com- 
pletion of the line entitled the company to a grant from the Government of 
British Columbia of 250,000 acres of land in that Province; but here it must be 
noted that, out of this grant, the company agreed to convey, and did convey, 
50,000 acres of coal-bearing lands to the Government of Canada. 


The effect of the Agreement on the rates payable on shipments of grain and 
flour may be illustrated in going along by taking as an example the shipping 
point of Regina on the Company’s main line. The rate of shipment from Regina 
to Fort William in September 1897 was 23 cents per 100 pounds. On September 1, 
1899, this rate was reduced, in accordance with the Agreement, to 20 cents. 
It is 20 cents again today and has so been since July 6, 1922; but in the years 
between 1899 and 1922 certain changes occurred in the level of this rate which 
must be recorded. 


The rate of 20 cents per 100 pounds from Regina remained in effect from 
September 1899 until October 1903, when it was reduced to 18 cents. This 
reduction was made by the Company in order to meet competition in its grain 
and flour traffic caused by the granting by the Canadian Northern Railway of 
a rate on these shipments lower than the Crowsnest Pass Rate. This action of 
the Canadian Northern Company was taken as the condition of a contract 
between that Company and the Government of Manitoba with which it is not 
necessary to deal at further length. 


This rate of 18 cents per 100 pounds from Regina to the head of the lakes 
(with, of course, corresponding rates from all other Prairie shipping points) 
remained in force for a period of about fifteen years, that is until June 1st, 1918, 
when, the reason for the lower competitive rate having come to an end with the 
disappearance of the Manitoba-Canadian Northern Agreement above referred 
to, the Canadian Pacific Railway Company raised the Regina rate back to the 

_ 20 cent level authorized by the Crowsnest Pass Agreement. 


During the final period of the Great War the necessity of increasing railway 
rates in, Canada forced itself upon Parliament and the country. As a result of 
greatly increased wage costs, which followed upon the making of the McAdoo 
Award in the United States in 1918, the Board of Railway Commissioners was 
directed by the Government to prepare a new schedule of all freight rates and 
this schedule, providing increases, was made effective on August 12, 1918, by an 
Order in Council passed under the War Measures Act. The general increase 
amounted to approximately 25 per cent, and the grain and flour rates were 
raised above the Crowsnest Pass level, bringing the Regina rate to 24 cents. 
This suspension of the Crowsnest Pass rates was ratified by Parliament in the 
Session of 1919 by an amendment to the Railway Act, but the amendment 
contained a proviso limiting the period of suspension to three years. These three 
years began to run on July 7, 1919. 


The record shows that Parliament’s consent to this suspension of the Crows- 
nest Pass rates and of certain other rates limited at that time by various contracts 
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was not obtained without considerable discussion. The presentation to the House 
of Commons explaining the reasons for the suspension was made by the Prime 
Minister in the following language: 


“In view of the enormous increase in the cost of operation due to the increased 
cost of material and labour we found it absolutely necessary to pass the Order in Council 
which has been laid down upon the table of the House, enabling rates to be raised, 
notwithstanding the existence of agreements such as have been mentioned here this 
morning. We had our choice between the bankruptcy and cessation of operation of the 
railways and taking that step. There was absolutely no alternative. It was a difficult 
alternative and we were obliged to act according to our idea of what was best in the 
public interest.”’ 


The statement added that the Chairman of the Board of Railway Com- 
missioners had made it abundantly clear that the Board could not function 
properly because it could not establish a uniform system of rates throughout 
Canada if it was restricted, in fixing rates commensurate with the necessity of 
having the railways operated, by the existence of agreements setting rates over 
which the Board had no control. 


The rate of 24 cents from Regina remained in effect until September 13, 
1920, when it was increased to 32.5 cents. On January 1, 1921, it was changed 
to 31 cents and on December 1, 1921, to 29 cents. Finally on July 6, 1922, the 
suspension period having expired, it returned to 20 cents, the Crowsnest Pass 
Agreement level, where as previously stated, it has since remained. 


Much confusion existed between 1922 and 1925 as to the interpretation of 
some parts of the Agreement of 1897, and certain litigation was carried on. 
No useful purpose would be served here by a narration of these proceedings and 
it will be preferable not to take time to go into them. 


It is in order now to revert to the wording of the two covenants respecting 
freight rates set out in full above and entered into by the Canadian , Pacific 
Railway Company in 1897. One of these relates to certain traffic westbound 
in a large number of articles and the other, of which the history has just been 
traced, to eastbound shipments of grain and flour. It will be noted that the 
terms of the Agreements place no limitation of time upon the duration of the 
covenants. In the one case it is stated that ‘‘No higher rates than such reduced 
rates or tolls shall be hereafter charged by the Company’’, and in the other the 
words used are ‘‘No higher rates than such reduced rates shall be charged after 
the dates mentioned’’. As has been said throughout our proceedings, the Com- 
pany bound itself to maintain these rates “‘in perpetuity”’. 


But Parliament, of course, has always remained free to legislate in respect 
to the matters contained in the Agreements, and to make such modifications 
therein as public policy might seem to require from time to time. It has thus 
been seen that these rates were increased very considerably for a period begin- 
ning in 1918; and the increase applied to both eastbound and westbound traffic. 


In 1925 Parliament made a readjustment of these Crowsnest Pass Rates 
by legislation which altered the position of the Canadian Pacific Railway Com- 
pany in two respects. In the first place the legislation relieved the Company 
definitely of its obligation to maintain reduced rates on certain westbound traffic, 
and since then the rates on this traffic have been and still are subject only to 
the authority of the Board of Transport Commissioners. 


In the second place the legislation extended the Company’s obligation 
respecting eastbound rates on grain and flour by making it apply, not only to 
traffic moving from points on the Company’s lines in existence when the contract 
was made, as was provided in 1897, but to all the Company’s lines west of Fort 
William whenever constructed. 
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In addition to its effect upon the position of the Canadian Pacific Railway 
Company under the 1897 Agreement, the legislation affects all other lines of 
railway in the West, by making the Crowsnest Pass Rates apply to all traffic 
in grain and flour moving eastward from points on these lines as well as on the 
Canadian Pacific lines. 


The provision of the Railway Act which deals with the powers of the Board 
of Transport Commissioners ‘“‘to fix, determine and enforce just and reasonable 
rates’’ is sub-section 5 of Section 325. The legislation of 1925, which has just 
been discussed, took the form of a proviso to sub-section 5 and a new sub-section 6 
which reads as follows: 


“Provided that, notwithstanding anything in this subsection contained, rates on 
grain and flour shall on and from the twenty-seventh day of June, one thousand nine 
hundred and twenty-five, be governed by the provisions of the agreement made pursuant 
to chapter five of the Statutes of Canada 1897, but such rates shall apply to all such 
traffic moving from all points on all lines of railway west of Fort William to Fort 
William or Port Arthur over all lines now or hereafter constructed by any company 
subject to the jurisdiction of Parliament.” 


“6. The Board shall not excuse any charge of unjust discrimination, whether practised 
against shippers, consignees, or localities or of undue or unreasonable preference, 
respecting rates on grain and flour, governed by the provisions of chapter five of the 
Statutes of Canada 1897, and by the agreement made or entered into pursuant thereto 
within the territory in the immediately preceding subsection referred to, on the ground 
that such discrimination or preference is justified or required by the said Act or by the 
agreement made, or entered into pursuant thereto.” 


In so far, therefore, as statutory limitations, (or what from the shipper’s 
point of view might be called statutory safeguards), are concerned in respect to 
the rates applicable to shipments of grain and grain products, there are none 
other than those expressed in the above mentioned legislation, and they apply 
only to shipments of grain and flour moving eastward to Fort William and Port 
Arthur from points on all lines of railway West of Fort William. Rates on move- 
ments westward or northward, or on products of grain other than flour in any 
direction, are not mentioned in the Statute. Whatever extensions have been 
made in these latter respects result from action of the Board of Transport Com- 
missioners or of the railways themselves. This aspect of the subject will now be 
referred to briefly. 


The extent to which the application of these Crowsnest Pass Rates is at 
present effective has been set out earlier in this chapter in six paragraphs lettered 
(a), (b), (c), (d), (e), and (f). In nearly all these cases the application goes 
beyond the express statutory provision in one or more points and is due to 
action of an “extensive” character taken by the Board or by the railways them- 
selves. 


In the first place attention is to be called to paragraph (a). The Agreement 
of 1897 provided that rates on grain and flour should be kept at a reduction of 
3 cents per 100 pounds below the rates then charged from points on the Com- 
pany’s main line, branches or connections. At that time some branch line rates 
were higher than those of the main line at points equally distant. The 3 cent 
reduction, when applied to each of these rates, left a disparity between them, 
and there was nothing in the Agreement or in the legislation of 1925 to prevent 
the continuance of the disparity, and it did continue until the Board put an end 
to it in 1927, in response to a complaint made by some branch line shippers. 
The provisions of paragraph (b) respecting shipments to Westfort and Armstrong 
and of paragraph (c), which extends the rates westward on shipments to the 
Pacific ports, were made by final order of the Board in 1927. The extension of 
the rates to shipments to Hudson Bay (paragraph (d)) was made by the Canadian 
National Railways, and their extension to certain by-products of the milling, 
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distilling and brewing industries, and to certain feed products, (paragraph (e)), 
is due to the action of the railways who decided that they could not reasonably 
expect to receive a higher rate on shipments of the inferior products of grain 
than those charged on flour. It has already been stated, (paragraph (f)), that 
the existence of these rates on through shipments of grain and flour caused the 
Board to refuse permission to the Railways to apply the recent rate increases 
to domestic shipments of these articles in Western Canada. 


It is apparent from the foregoing that the legislation of 1925 may be said 
to be only the basis of the present Crowsnest Pass Rate system, because that 
system has grown in range and substance far beyond the strict provisions of the 
Statute. It extends now, in respect to these shipments from the Prairies, to all 
railway territory bounded by the Great Lakes, the Pacific Ocean and Hudson 
Bay, and carries with it the incidental effects on certain other rates already 
referred to. This expansion in the application of these rates was inevitable 
because it appears to have been a natural outcome of the situation created by 
the Statute. The Board, and the Railways themselves, in 1927 and later, were 
bound to take action, as they did, to remove the anomalies resulting from the 
existence of different rates on movements in different directions (and in some 
cases from different Canadian Pacific Railway points in the same direction), of 
grain and flour leaving the Prairies for export. It seems altogether probable 
that the present arrangement, which provides equal treatment to all shippers, 
will continue to prevail so long as the Statute remains in force. 


The Commission has been asked to recommend that the Statute be repealed. 
This proposal comes in the first instance from the Canadian Pacific Railway 
Company which says: 


(1) That it is desirable that freight rates without exception should in all respects 
be subject to the jurisdiction of the Board of Transport Commissioners, and, 


(2) That, while the national policy may require special assistance to producers 
of grain in Western Canada, such assistance should not be given at the cost of 
other users of railway services or at the cost of the railways. 


It is assumed in this presentation by the Canadian Pacific Railway Company 
that the Crowsnest Pass rates on grain and flour have always been a burden 
either upon the railways or upon the shippers and consignees of other com- 
modities. 


The Company’s assumption in this respect is not borne out by the facts. 
During the first period in the history of the Crowsnest Pass rates, that is from 
the coming into force of the Agreement of 1897 up to 1918, these rates cannot 
be said to have been a burden on anybody. After having been in effect for about 
four years, they were reduced by the company itself in 1903 to the lower com- 
petitive level already referred to which remained in force for about fifteen years, 
that is, until the competition came to an end in 1918. These competitive rates 
would have prevailed throughout this long period even if the Crowsnest Pass 
Agreement had never been made. Then followed the period of suspension ending 
in July 1922, during which, of course, these Crowsnest Pass rates were not in 
effect. As to the situation which has prevailed since then, the Canadian Pacific 
Company’s statement says: 


“After 1922, however, when the Crowsnest Pass Rates were restored, the proba- 
bility is that the greater burden imposed by the low level of these rates has fallen upon 
shippers and consignees of other traffic.” 


In support of its submission in favour of the repeal of the Crowsnest Pass 
legislation, the Canadian Pacific Railway Company asserts among other things 


that: 
“Under present conditions the Crowsnest level of grain rates is not compensatory.” 
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No useful attempt could be made to test the accuracy of this assertion 
within reasonable bounds of time and expense. The problem implies the deter- 
mination of the costs attributable to the handling of a particular commodity, 
or the performance of a particular service, by a railway which handles a great 
variety of commodities and performs services of many kinds. Nevertheless, 
the Canadian Pacific Railway Company, while admitting the great difficulty of 
the task, endeavoured to furnish the Commission with an approximation of the 
cost of transporting the western grain crop. For this purpose a study was 
submitted by the Company which, it was said, had required in its preparation 
the application of more than 10,000 man-hours (4 man-years). The year selected 
for this study was 1948. 


It is probable that this study, which the Company’s officials prepared with 
the expenditure of much time and the application of great expert knowledge, 
contains information which the Company will find valuable for its own purposes. 
But the difficulty of the task undertaken is shown by the fact that, after applying 
to the problem the formulae which appeared to them the most appropriate, the 
Company’s experts could arrive at no more definite conclusion than that stated 
in the Company’s brief: ‘‘Therefore, while the exact dollar deficiency from the 
Crowsnest grain rates in Western Canada is not available, it will be seen that 
it is somewhere between $13,769,000 and $16,947,000”. And the time taken and 
the skill employed in arriving at this indefinite result covered the operations of 
only one year (1948). The study does show a minimum deficit of a high figure; 
but it is not possible to say what might be the product of the application of 
some other formulae asserted to be more accurate. 


When the Company submitted this study and asked the Commission to 
find upon the strength of it that the Crowsnest rates are not compensatory, its 
claim was challenged by counsel for the Prairie Provinces who took the position 
that, if cost accounting of this sort was to be gone into, they would ask permis- 
sion to examine the Company’s evidence and to make a study of their own 
covering not only one year, but a much longer period. Since the Company’s 
position was to place the maintaining of the rates in jeopardy on the ground 
that they are not compensatory, and the Prairie Provinces are interested in 
having the rates maintained, the claim of the latter to the right to meet the 
Company’s case by having it submitted to expert examination and by setting 
up their own case in answer to it, could not reasonably be denied. But the 
determination of an issue of this nature, one of contentious accounting in a 
matter of great complexity, would have involved the Commission in proceedings 
of such length and such great expense, that it would not have been in the 
interests of all concerned to embark upon it. It seems now that the Com- 
mission acted properly in making this decision, not only because of the saving 
of time and expense, but also and principally because, as will appear later 
on, the determination of the question of whether or not these rates are in fact 
compensatory is not of essential significance to the proposals the Commis- 
sion intends to make concerning their future treatment. These proposals should 
be adopted regardless of whether these rates are or are not themselves com- 
pensatory. 


In dealing with this subject up to this point the Commission has adopted 
the language generally used in discussing it and which, by repeated reference 
to the Agreement of 1897, conveys the idea that the matter is still essentially 
one of deciding whether or not the Canadian Pacific Railway Company should 
continue to be bound by a contract which, in its opinion, has become unreasonably 
onerous. And in the same manner this other idea is conveyed, viz., that the 
Canadian National Railway Company has been compelled, perhaps unfairly, to 
apply rates arising out of a contract to which it was not a party. 
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The present position of this subject, having regard to the many years which 
have passed and the many changes which have occurred since 1897, and to the 
attitude which Parliament and the Government have taken in respect to these 
rates on numerous occasions throughout this long period when reaching decisions 
affecting national policy, is not as outlined in the above paragraph. It was 
affirmed on behalf of the Government so far back as in 1925 that Parliament, 
in dealing with the Crowsnest Pass rates, found itself confronted not with a 
contractual theory but with a condition. The fact is that the real intention of 
the amendment of Section 325 of the Railway Act passed in 1925, and already 
quoted, was to put an end to the Agreement of 1897 as between the parties to it 
(the Government and the Canadian Pacific Railway Company) and to prescribe 
instead a statutory stabilisation of certain freight rates binding on all railways, 
in order to meet a condition then existing, a condition which was foreseen in 
1897 and which had come into being during the many years the contract was 
in force and very largely through the operation of that contract. It seems clear 
that the reference made to the Agreement of 1897 in the legislation of 1925, and 
still in the statute, was intended merely to be descriptive of the rates which 
Parliament was prescribing for use thereafter on all lines of all railways in the 
area mentioned. 


In presenting the aforesaid amendment of the Railway Act to Parliament 
in 1925 the Minister of Railways and Canals said: | 


“This Bill is a bold piece of legislation in order to get rid, not only of the Crowsnest 
Pass Agreement, but of a score of agreements all of more or less importance .. . We 
are trying .. . to get rid of a number of agreements—and we have a number of agree- 
ments on the Intercolonial, some of small importance, some of greater importance— 
in order to give the Board of Railway Commissioners a fair chance.” 


The Minister then presented the Bill drafted in the language which is now 
that of the proviso to sub-section 5 and of sub-section 6 of Section 325 containing 
the reference to the Agreement of 1897. It is clear from all this that the intention 
was to terminate the Agreement itself but to adopt the rates which had come 
into existence under it, and which had come to be known by reference to it, as 
the permanent basis of charges to be made thereafter on all shipments of grain 
and flour moving eastward from the Prairies. 


In the same year, 1925, and before introducing the legislation just discussed, 
the Government issued an Order in Council (P.C. 886) directing the Board of 
Railway Commissioners to investigate the rate structure of the railways of 
Canada in order to bring about equalization of rates between persons and 
localities ‘‘under substantially similar circumstances and conditions’. The wide 
field of investigation and action opened up to the Board under this Order in 
Council was limited only by the exclusion from it of the Crowsnest Pass rates 
on grain and flour. The language of the relevant parts of the Order in Council 
is as follows: 


“The Committee are of the opinion that the policy of equalization of freight rates 
should be recognized to the fullest possible extent as being the only means of dealing 
equitably with all parts of Canada, and as being the method best calculated to facilitate 
the interchange of commodities between the various portions of the Dominion, as well 
as the encouragement of industry and agriculture and the development of export trade.” 


“The Committee are further of the opinion that as the production and export of 
grain and flour forms one of the chief assets of the Dominion, and in order to encourage 
the further development of the great grain growing Provinces of the West, on which 
development the future of Canada in large measure depends, it 1s desirable that the ~ 
maximum cost of the transportation of these products should be determined and known, 
and therefore are of opinion that the maximum established for rates on grain and flour, 
as at present in force under the Crowsnest Pass Agreement, should not be exceeded.” 
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“The Committee are further of the opinion that, before such investigation is 
undertaken it is essential to ensure that the provisions of the Railway Act in reference 
to tariffs and tolls, and the jurisdiction of the Board thereunder, be unfettered by any 
limitations other than the provisions as to grain and flour hereinbefore mentioned.” 


Direction to the like effect is found in Order in Council 1487 of April 7, 
1948, which instructs the Board to proceed towards equalization in terms which 
are in part as follows: 


““ |. . it is therefore advisable that the Board of Transport Commissioners for 
Canada be directed to make a thorough investigation of the rates structure of railways 
and railway companies which are under the jurisdiction of Parliament, with a view to 
the establishment of a fair and reasonable rates structure which will, under substan- 
tially similar circumstances and conditions, be equal in its application to all persons 
and localities so as to permit the freest possible interchange of commodities between 
the various provinces and territories of Canada and the extension of Canadian trade 
both foreign and domestic, having due regard to the needs of agriculture and other basic 
industries.” 


“The Committee, accordingly, advise that the Board of Transport Commissioners 
for Canada be directed to undertake a general freight rates investigation along the lines 
indicated in the preceding paragraph subject to such special statutory provisions as affect 
freight rates.” 


The special statutory provisions here referred to are the amendment to 
the Railway Act in 1925 fixing rates on grain and flour and The Maritime Freight 
Rates Act of 1927. 


This reservation in the Orders in Council accords with the attitude taken 
by those who spoke for the Government in the debate on the legislation of 1925: 
That, with the lapse in years since 1897 and the condition which had developed, 
the contract was no longer between the Canadian Pacific Railway Company 
and the Government, but between the Government and the people of the 
Prairies. 


Twenty-six years have gone by since 1925; it is now fifty-two years since 
the Crowsnest Pass Rates became fully effective. The rates on grain and flour 
from the Prairies have never been higher than those fixed in the Agreement, 
excepting during the suspension of nearly four years brought on by the imperative 
necessities of the Great War. 


It has been stated earlier in this chapter that the Agreement of 1897 con- 
tained in addition to these “‘Crowsnest Pass Rates’’ covenants entered into “in 
perpetuity’, another provision respecting the control of certain rates. By this 
term of the agreement the Canadian Pacific Railway Company consented to a 
partial waiver of the statutory right which it then enjoyed to impose such rates 
as it pleased, without control of any kind, so long as its revenues did not exceed 
what was required to pay dividends of ten per cent on its stock. The Minister 
of Railways and Canals in introducing the legislation said: 


“There is a widespread feeling throughout Western Canada, and I think, shared in 
by the people of the eastern part of Canada, that the agreement which permits the 
Canadian Pacific Railway Company to impose such schedule rates as it pleases, so 
long as it does not show sufficient excess of revenue to pay a dividend of 10 per cent on 
stock, is a condition of things . . . which is believed to be a very great burden upon the 
people of the western country, from which for a long time they have hoped to secure 
some relief.” 


The Agreement provided in this regard that the local tolls on the proposed 
railway, and between points on it and points on the company’s main line 
throughout Canada should be under the control of the Government or of any 
railway commission which Parliament might thereafter set up. 
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After describing this freight rate concession obtained from the Company 
the Minister said: 


“That is a most important concession, one which I consider worth a very large 
amount of money, and one which I think the people of the western country will highly 
value; and if hon. gentlemen who object to this arrangement had been negotiating 
with the Canadian Pacific Railway Company on the subject, they would be satisfied 
that the Canadian Pacific Railway people at all events regarded it as a very important 
concession, that they valued it at a large amount of money, and that they only yielded 
when they found the Government determined that they should not get any financial 
assistance from the Government of Canada unless they consented to the terms which 
we demanded.” 


These various freight rate provisions of the Agreement of 1897, taken 
together, were looked upon by Parliament as constituting a measure of great 
and lasting importance. They were said to be ‘‘at once the announcement and 
the commencement of a new national policy’. It was pointed out, in respect 
to the Crowsnest Pass rates, that their primary intention was to relieve the 
people then in the West of a grievous burden, with the further expectation that 
they would induce a great increase in the population of the Prairies and the 
development of an industry which it was in the interest of all Canada to foster. 


The only serious criticism which this announced policy received was that 
it did not take enough from the Company to compensate for the valuable mono- 
poly which the company was receiving and that the reduction of 3 cents per 
100 pounds on grain and flour was too small in comparison with the lower rate 
then being negotiated by the Government of Manitoba with another railway 
company. This is the lower rate which became effective upon the completion 
of the other line in 1903 and which caused the Canadian Pacific Railway Com- 
pany to reduce its Crowsnest Pass rate in order to meet the competition. 


Since 1897 Western Canada has grown and has become the great economic 
factor in our national life that its own people and the Government and Parlia- 
ment of Canada foresaw in 1897. The great increase in the population of the 
Prairies and the remarkable development of its grain growing industry since 
that time have been accompanied and fostered throughout the years by the 
assurance of permanency in the important factor of transportation rates to 
world markets. 


These rates have been criticized on the ground, among others, that they 
are now out of relationship with the price of wheat, having regard to the com- 
paratively high price at which that commodity is now selling. The price of 
wheat varies greatly according to world conditions. In 1897, when the Agree- 
ment was concluded, it was 99 cents per bushel. In 1899 it was 70 cents per 
bushel. In 1932 it averaged less than 55 cents per bushel. For the last five- 
year period which ended on July 31, 1950, farmers were paid $1.75 per bushel. 
In 1922 and again in 1925, when Parliament confirmed its control of grain and 
flour freight rates, prices were in a range of $1.50 to $2.00 per bushel. If any 
relationship can be said to exist between prices and rates, the action of Parlia- 
ment on these occasions must mean that this relationship was considered to be 
on a fair basis at these prices. 

Whatever the price of wheat may be, the greater part of the crop has to 
make the long voyage each year to faraway markets. And in leaving the Prairies 
it travels by railway; no other transportation agency is available to it. 


For many years now it has been a recognized factor of Canadian transpor- 
tation policy that the hardships arising from our necessarily long east-and-west 
railway haul have been tempered along the way by four great measures of relief: 
The Maritime Freight Rates Act in the Atlantic Region, the toll-free canals in 
Central Canada, the competitive transcontinental railway rates at the Pacific 
coast, and the Crowsnest Pass rates in the Prairies. 
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It is interesting to note in this regard how conditions have altered in recent 
years. In the parliamentary debate of 1925 already referred to, water com-. 
petition was held up as the great transportation advantage enjoyed by Central 
Canada in comparison with the Prairies. Nothing was said about the motor 
truck. This new factor in transportation was close at hand at that time but 
had not yet begun to make itself felt as a competitor to the railways. Its growth 
since 1925 has been remarkable and has forced the railways to make widespread 
reductions in their freight charges in Ontario and Quebec. 


It will be of value at this point to summarize the views which were expressed 
before the Commission concerning the future of the Crowsnest Pass rates by 
provincial governments and by various organizations and individuals who dealt 
with the subject. 


The following favour the retention of the statutory control of these rates: 
The Governments of Manitoba, Saskatchewan, Alberta and New Brunswick; 
The City of Winnipeg and the Winnipeg Chamber of Commerce; 

The Manitoba Federation of Agriculture and Co-operation; 

The Alberta Federation of Agriculture; | 

The Transportation Commission of the Maritime Board of Trade; 

The Fort William and Port Arthur Chamber of Commerce; 

The Canadian Federation of Agriculture; 

The Canadian Congress of Labour; 

The Wheat Pools of Alberta, Saskatchewan and Manitoba; 

The United Grain Growers; 


The Chambers of Commerce of Calgary and Edmonton; 
Mr. E. J. Young, a former director of the Canadian National Railways. 


Among those named above as being in favour of the retention of statutory 
control of these rates the following had certain additional observations to make: 


The Government of Manitoba says that, whether a subsidy should be paid 
to the railways as compensation for a deficiency in the rates or whether these 
rates should be increased at any time, are questions for the future. They can 
be dealt with by Parliament when they arise; 


The Government of Saskatchewan says that if the rates are not compen- 
satory some remedial action should be taken. If a subsidy is decided upon, 
such subsidy should be paid to the railways; 


The Government of Alberta says that grain should not be carried at a loss. 
If there is a loss the rates should be kept as they are and a subsidy paid to the 
railways on the principle of the Maritime Freight Rates Act. Alberta does not 
contend that these rates must remain forever unaltered, but says that Parlia- 
ment alone should have power to alter them; 


The Government of New Brunswick says that any losses incurred by reten- 
tion of the rates should be met by a subsidy to the railways; 


The Transportation Commission of the Maritime Board of Trade favours 
the payment of a subsidy to the railways to meet possible losses. 


The Governments of Nova Scotia, Prince Edward Island and Newfoundland 
made no statement whatever regarding the Crowsnest Pass rates. The Govern- 
ment of British Columbia made no specific reference to these rates, although 
their general attitude as to “‘subsidizing industries’’ may have some bearing on 
the matter involved. Their statement is that if any industry requires assistance 
this should be provided otherwise than through concessions in freight rates. 
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The following expressed themselves as being opposed to the retention of 
the Crowsnest Pass rates by statute: 


The Vancouver Board of Trade; 

The British Columbia Fruit Growers’ Association: 

The British Columbia Paper Manufacturers and Converters; 
The British Columbia Feed Manufacturers’ Association: 
The Canadian Industrial Traffic League; 

The Canadian Pacific Railway Company. 


Some of those just named as being opposed to the retention of these statutory 
Crowsnest Pass rates qualified their statement as follows: 


The British Columbia Paper Manufacturers and Converters say that the 
Crowsnest Pass rates should be reviewed and that if necessary some form of 
subsidy should be provided; 


The British Columbia Feed Manufacturers’ Association, while opposed to 
statutory rates, believe that the Crowsnest Pass rates contribute a ‘“‘fair share’ 
to the railways; 


The Canadian Industrial Traffic League says that if these Crowsnest Pass 
rates are to remain as they are, normal rates should be determined and the 
difference made up to the railways by subsidy. 


The Canadian Manufacturers’ Association says that all traffic carried on 
non-statutory rates must make up for the deficiency which the Association 
believes to exist in Crowsnest Pass rates. The remedy suggested is to apply the 
principle of the Maritime Freight Rates Act to the Crowsnest Pass rates. 


The attitude of the Canadian Pacific Railway Company has already been 
set out in full. The Company favours a repeal of the statute and the payment 
of a subsidy to the grain growers if they need assistance. 


The Canadian National Railway Company says that there is “some merit” 
in having all rates placed under the control of the Board; and that an examination 
should be made of what revenue rates are producing and what benefits particular 
regions are receiving from them. The Company refers to a statement in the 
Report of the Sirois Commission which says that western grain is carried at 
unremunerative rates. 


The question now to be decided is whether or not the Commission should 
recommend the repeal of the statutory control of these Crowsnest Pass rates. 
This repeal would mean that rates on these shipments would be dealt with 
henceforth in the same manner as all other rates, viz. by the railways and the 
Board of Transport Commissioners. In such case, the Maritime Freight Rates 
Act would remain as the only statutory measure of national policy in regard to 
freight rates affecting the people and industries of a particular region of Canada. 


The conclusion which commends itself to the Commission is that the time 
has not come for Parliament to divest itself of the immediate control of these 
rates which it assumed in 1897. Such a time may come later with the evolution 
of the country’s economic position, but it seems certain that it has not yet come 
in this case. On the contrary, it would be against the national interest at this 
moment, in view of the uncertainties which exist in world affairs, and conse- 
quently in world market prospects, to subject this great export industry to the 
disturbance which the abandonment of statutory protection would undoubtedly 
cause. This abandonment would mean that Parliament no longer looks upon 
Western Canada’s production of grain for export as an industry requiring special 
consideration in the national interest. There is no doubt that the effect of such 
a measure at this time would be particularly unfortunate. 


250 REPORT OF THE ROYAL COMMISSION ON TRANSPORTATION 


What would be the immediate result of repeal? The Canadian Pacific 
Railway Company says (1) that the Board of Transport Commissioners would 
fix the new grain rates after ‘‘a most thorough and detailed study’”’, and (2) that 
relief would thereby be given to the shippers and consignees of traffic who, it 
says, carry the extra expense of the benefit which the Crowsnest Pass rates 
confer upon the western grain growers. 


The suggestion that the Board would fix the new rates on grain and flour 
would mean, under present conditions, that these rates would be dealt with by 
a body whose duty, as defined by itself, is to fix and adjust rates “regardless of 
geographic or economic conditions’, because it is concerned, as it has said, 
“simply and wholly with the question of the reasonableness of the toll which 
the railway company is seeking to collect for the carriage of a given commodity 
irrespective of how it is made or whence it comes’. (This subject has been gone 
into at length in the chapter on ‘‘Economic, Geographic and Other Disadvantages 
of Certain Sections of Canada’’). 


The Commission does not believe that the time has come to deal with this 
great export industry without regard to considerations which the Board cannot 
apply. If it is suggested that in this case Parliament might give special directions 
to the Board, the answer is that the result of such a procedure would likely 
prove unsatisfactory. So long as planning of any sort is called for in regard 
to these rates it had better continue to be done by Parliament itself. 


In concluding what is to be said on this branch of the subject, it will be 
useful to make the following quotation from the brief presented by the United 
Grain Growers Limited. This is a statement with which the Commission finds 
itself in agreement, and it summarizes the main considerations which have come 
under review in arriving at conclusions: 


“By way of summary, our position is that continued Parliamentary control of 
export grain rates in Western Canada to the lake-head and to the Pacific Coast is 
necessary. That fact arises from the special nature of the business of growing grain 
for export and from its relation to the economy of the West and to that of all Canada. 
There are further important considerations, including the fact that the wheat-growing 
industry is vulnerable to world conditions beyond Canadian control. The grain rates 
in question are a direct levy upon the farmer which he is incapable of transferring to 
others. Those rates are not, and cannot be, held down by the influence of competition 
from other forms of transportation or by the influence of the principle of ‘what the 
traffic will bear,’ both of which are highly important in connection with other freight 
rates. The development of the grain-growing industry and of the Prairies generally 
has been a matter of continuing national policy. Such policy, first covered by a 
solemn contract willingly entered into by Canadian Pacific, has been embodied in 
legislation passed and repeatedly confirmed by Parliament. To abandon statutory 
control and to place these rates under the jurisdiction of the Board of Transport 
Commissioners would be to prevent their regulation according to the principles of a 
national policy which has been the basis of the development of Canada for half a 
century.” 


In expressing the opinion that these Crowsnest Pass rates should remain 
in their present position what is meant is only that they should remain under 
the immediate control of Parliament. It cannot be said, and nobody has asked 
that it should be said, that their present level must never be changed. None of 
those who oppose repeal have asked for any more than that Parliament’s control 
should continue and that Parliament itself should make whatever changes in 
these rates, upward or downward, it may appear just and reasonable to make 
as time goes on. 


It will be in order to turn now to the assertion that these rates have become 
a hardship on other shippers and consignees because these latter are called upon 
to stand the full effect of increasing freight charges without contribution from 
those who have the benefit of these fixed Crowsnest Pass rates. 
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It has been seen that there are two special statutes in Canada governing 
freight rates, both intended to provide a measure of assistance to particular 
regions: one is the Maritime Freight Rates Act and the other is the legislation 
of 1925 concerning these Crowsnest Pass rates. The first of these two statutes 
is intended to give certain advantages in rates to all persons and all industries 
in the Maritime Provinces and the other territory therein described; the other 
is of benefit only to the producers of grain in the Prairie Provinces. They differ 
from each other in several respects, but principally in this: that the Maritime 
Freight Rates Act maintains the freight charges payable by the shipper at a 
level of approximately 20 per cent below the rates existing on July 1, 1927, 
but with the provision that these basic rates may be increased or reduced by 
the Board from time to time to meet increases or reductions in the cost of railway 
operations. (In discussing the Maritime Freight Rates Act, it is to be borne in 
mind that reservation must be made of whatever legal implications may arise 
from the provisions of Section 8 of that Act.) There is no such provision in the 
statute governing the Crowsnest Pass rates. The result of this difference between 
the two statutes is that freight rates in the Maritimes have had to bear their 
share of the general increases granted in the last three years totalling 45 per cent, 
while the Crowsnest rates have borne no part of them. It is pointed out that, 
if the Crowsnest Pass rates had been made to bear a proportionate share of these 
increases their total would have been much less than 45 per cent, probably 
about 381% per cent. This conclusion is arrived at by following the calculation 
made by the Canadian Pacific Railway Company in its brief which was filed 
in October 1949, after the first increase of 21 per cent, where it is said: 


“That the burden of the low level of grain rates at present rests mainly upon the 
shippers and consignees of other than grain traffic can be demonstrated by reference 
to the Board’s Judgment in the 21% Case. At page 66 of the Judgment (XXXVIII 
J.O.R. & R.) the Board found the deficiency in revenue of the Canadian Pacific at 
something more than thirty million dollars. This additional revenue had to be derived 
by an increase in rates on traffic having a revenue value to the Canadian Pacific of 
slightly more than $137,000,000 and the resulting increase was therefore 21%. If it had 
been applied also to grain traffic the increase would have been applied to a total of 
approximately $170,000,000 of traffic and the resulting increase would have been only 
about 18% instead of the 21% allowed by the Board on the formula it adopted.” 


It follows, therefore, that, if these rates are to remain under the control of 
Parliament, the next question which arises is: What should be done to remove 
any unfairness they may create in respect of other shippers? Here two sugges- 
tions may be considered. One of these is to be found in the proposal made by the 
Canadian Pacific Railway Company to which reference has already been made in 
another connection, viz. that an investigation take place to determine whether 
or not these rates are compensatory, and that new rates be fixed in accordance 
with the result of the investigation. This is the sort of investigation which the 
Commission declined to undertake at the hearings for reasons already given. 
It cannot be said that it is altogether impossible in the ordinary case to determine 
the adequacy of a particular rate in respect to the service to which it applies, 
although admittedly the task presents considerable inherent difficulty. But in 
the case of the Crowsnest Pass rates the investigation would be involved in 
such a mass of contention, affecting particularly the position of the Canadian 
Pacific Railway Company (this was made plain at the sittings) that even an 
expenditure of much time and money would probably produce an altogether 
unsatisfactory result. 


The second suggestion arises out of what has just been quoted from the 
Canadian Pacific Railway Company’s brief regarding the incidence of general 
increases. It means that provision should be made to have these Crowsnest 
Pass rates bear their proportion of general freight rate increases as in the case 
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of the rates fixed by the Maritime Freight Rates Act. In this manner they 
would have been increased in 1948 by 18 per cent according to the calculation 
made by the Canadian Pacific Railway Company, and all other rates would 
likewise have taken an 18 per cent, instead of a 21 per cent, increase. 


If this second suggestion were adopted, the final question remaining to be 
answered would be, who is to pay the difference between the basic rate level 
and the amount added by the increase, that is, should the burden of the increase 
fall upon the shippers of grain and flour or should it be borne by the treasury 
of the country in the form of a subsidy? If it is by subsidy, the subsidy should 
be paid to the railways, as is the case under the Maritime Freight rates Act. 


Much time has been taken to consider whether it has been established that 
the Crowsnest Pass rates, hitherto exempt from the burden of general freight 
rate increases, should now be made subject to them. As above stated, the removal 
of this exemption is asked for principally on the ground that it casts an unfair 
burden on shippers of other commodities. This argument seems plausible in 
theory but an examination of all the facts involved shows that it is not well 
founded. It is true that the Crowsnest Pass rates are a benefit to the shippers 
of grain and flour in Western Canada. In so far as the shippers of other com- 
modities in that region are concerned they do not complain of any undue hard- 
ship by reason of the exemption in question. From all that was said before 
the Commission it can be inferred, on the contrary, that these shippers would 
rather continue to bear whatever additional increase is required in their rates 
(for instance the difference between 18% and 21%) than disturb the immunity 
of the rates on grain and flour. The shippers in the Maritimes on the whole 
are fairly well satisfied with the special treatment they enjoy under the Maritime 
Freight Rates Act in its present form, and their representative before the Com- 
mission did not join in the suggestion that the Crowsnest Pass rates should be 
affected by general freight rate increases. Shippers in Central Canada are in 
such an advantageous position in comparison with those of the West as to make 
it clear that they require no relief under existing conditions. The Railway Asso- 
ciation of Canada estimates that the railways are losing at least $50 million 
annually as a direct result of the competitive rates which they put into effect 
in order to meet truck competition. This means that without this competition 
the shippers concerned, of whom the great majority are in Central Canada, 
would be called upon to pay normal rates very much higher than those now in 
force. There is nothing in their case that can be called a hardship. 


On the whole therefore no justification can be found for the statement that 
the exemption of the Crowsnest Pass rates causes an undue burden upon shippers 
as a whole or upon any particular class of shippers. The application made for 
their increase based upon this argument cannot be entertained. 


There remains the question of the railways themselves. Is there any reason 
why they should be indemnified against whatever additional burden they may 
suffer by reason of this exemption from increases of the Crowsnest Pass rates ? 
It is not easy to see what case can be made out for them in this respect. If the 
Crowsnest Pass rates were made subject to general increases the ratio of the 
increases would go down. In any case the statement made by the Canadian 
Pacific Railway Company is to the effect that ‘‘since 1922 the greater burden of 
the Crowsnest Pass rates deficiency is borne by other shippers’. This statement 
implies that there is really not much to be said against these rates in respect of 
their effect upon the railways. 


As to the general question of government assistance to the railways (in 
respect to which subject the word ‘‘subsidy’’ has usually been used) the only 
recommendation to be made in this report is that found in Chapter XI ‘‘The 
Rail Link Between East and West’’. 


CHAPTER XI 
THE RAIL LINK BETWEEN EAST AND WEST 


Various submissions were made to the Commission as to steps which ought 
to be taken to lessen the burden of freight rates for the Western Provinces 
whose geographical location necessitates a haul of traffic inwards and outwards 
over a long stretch of unproductive or only partly productive territory. This 
report deals in another chapter with the subsidy proposal put forward on behalf 
of the Government of Saskatchewan which does not appear to provide the proper 
approach to the problem. In the brief submitted by the United Farmers of 
Alberta Co-operative: Limited the following statement is found: 


“Canada is a country of two areas of civilization separated by a relative economic 
desert. We suggest that in all service given to the people of Western Canada by the 
transcontinental railway systems some formula should be introduced into the charges 
that has regard for the political considerations to which we have referred, subtracting 
a percentage of the operating costs entailed by unprofitable miles traversed between 
Sudbury, say, and the head of the lakes, and covering that deduction by subsidy from 
the national treasury so long as such subsidy can be shown to be necessary.” 


This statement seems to place the problem more nearly in its proper light. 
Language of similar import is found in the resolutions adopted in 1948 by the 
national conventions referred to in the chapter on Economic and Geographic 
Disadvantages, where it is said, in the one case, that ‘discrimination between 
the several geographic areas of the Dominion’’ should disappear, and, in the 
other case, that ‘‘The overhead cost of linking East and West together has been 
a matter of national concern from the earliest days’’. 


It is the existence of this necessary link between Canada’s two vast areas 
that must be recognized. It is called for, not only by the requirements of the 
exchange of goods for commercial purposes, but also by those of our national 
defence structure. The problem presented is that of maintaining this link so 
long at least as it does not provide sufficient revenue for its own maintenance. 
This problem concerns the whole country and not only its western portion, and 
the responsibility for its solution should be assumed by the nation as, for instance, 
in the case of the maintenance of our canal system. 


It would appear suitable, in these circumstances, to provide that the cost 
of maintaining that portion of our transcontinental railway system which serves 
as a link or bridge between East and West be charged upon the general revenues 
of the country. This arrangement would reduce the expense of the railways by 
relieving them of a liability for which at present they have to recoup themselves 
by means of relatively high freight charges on the through traffic passing over 
this bridge between the two areas. 


The submission of the United Farmers of Alberta Co-operative Limited 
above set out refers to the expense which ought to be borne by the Federal 
treasury as ‘‘a percentage of the operating costs’ incurred by the mileage tra- 
versed between Sudbury and the head of the lakes. There is really no practical 
difference between the idea expressed in that formula and the measure recom- 
mended here which is intended to attain a similar result by the application of 
another formula, that of charging the general revenues of the country, not with 
any part of the actual cost of operating trains in this middle area, but with the 
whole cost of maintaining the bridge over which the traffic between the two large 
areas must pass, just as the toll-free canals in Central Canada are maintained at 
public expense for the passage of traffic through them. 
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The trackage between Sudbury and Fort William on the main line of the 
Canadian Pacific Railway Company constitutes that company’s “bridge”. A 
corresponding extent of trackage on the Canadian National Railways’ “‘bridge”’ 
should also be provided for. 

If this proposal is adopted a number of details concerning its application will 
have to be worked out between the government authorities and the railways. 
A rough estimate of the cost of maintaining this link between East and West 
makes it appear that the liability taken over by the Treasury will be approxi- 
mately $7,000,000 annually. 

It is expected that the assistance herein provided will be particularly effective 
as a measure of relief in the case of charges on westbound traffic passing over 
this bridge. The Crowsnest Pass rates structure provides to a considerable 
extent, although of course not altogether, for the requirements of traffic east- 


bound. 


CHAPTER XII 
RELATIONS BETWEEN RAILWAY COMPANIES AND EMPLOYEES 


The submissions to the Commission on the subject of wages to railway 
employees were most general in character. The Province of Manitoba said 
that these wages should be “looked into’. The City of Winnipeg and the 
Winnipeg Chamber of Commerce said they should be “investigated”. The 
Manitoba Federation of Agriculture said that wage increases should be ‘“‘scru- 
tinized”’. The Alberta Dairymen’s Association made reference to the fact that 
the Board has no jurisdiction over the “‘largest single item of operating expenses’’ 
of the railways. The Canadian Federation of Agriculture stated that railway 
employees are the best paid workers in Canada and suggested that the Board 
should have power in hearing applications by the railways for rate increases to 
examine whether improvement in the efficiency of railway operations had followed 
wage increases. Other briefs suggested that the railway employees were re- 
ceiving higher average pay than the employees of other industries and that the 
Commission should study the propriety of these wages. 


The Canadian Congress of Labour represented that railway freight rates 
must be sufficient to enable the railways to pay proper wages and that there 
should be an obligation on the Board of Transport Commissioners to see that 
this object is attained. They said that railway freight rates should be high 
enough to ensure proper wages to employees and a proper return to the railways 
on their investment. The International Railway Labour Organization said that 
it does not believe that the Board of Transport Commissioners should exercise 
any authority over wages. 


The spokesman for the Brotherhood of Railroad Trainmen said that wage 
rates on Canadian railways are approximately 20 to 25 cents per hour below 
those on American railways and made the statement that: “there cannot be 
full satisfaction of the employees’ views and demands until the Canadian-United 
States parity is restored.’’ This last reference is to the substantia! parity which 
existed between 1918 and 1922 by reason of the McAdoo Award. 


The wage disbursements of a railway company is a significant item in its 
operating costs. In 1949 the ratio of wages to operating expenses was 56.5% 
in the case of the Canadian Pacific with a payroll of $202,700,000 and 59.5% 
in the case of the Canadian National with a payroll of $284,500,000. 


RELATIONS BETWEEN COMPANIES AND EMPLOYEES 


In the ordinary course of business, relations between railways and their 
employees in respect of their reciprocal obligations, including wage questions, are 
the same as in the case of other industries. Special regulation of industrial 
relations, intended to define and govern the respective rights and duties of 
employees and employers and to provide a procedure for the settlement of their 
disputes, is set up in The Industrial Relations and Disputes Investigation Act, 
1948. This Act deals mainly with such subjects as (1) the right of employers 
and employees to organize for the protection and advancement of their respective 
interests; (2) the prevention of unfair labour practices; (3) collective bargaining ‘ 
and collective agreements; (4) strikes and lock-outs; (5) conciliation proceedings, 
and (6) industrial inquiries directed to the maintenance of peaceable relations 
between employers and employees and the promotion of conditions favourable 
to the settlement of disputes. 
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The Act provides that the Minister of Labour shall be charged with its 
administration and creates and defines the powers and duties of the Canada 
Labour Relations Board as a successor to the Wartime Labour Relations Board 
which was established in 1944. 


The object of the Act is to preserve the ordinary rights of employers and 
employees in industry, directing and limiting them only in so far as is necessary 
to secure just and reasonable conditions of employment and to promote the 
speedy settlement of disputes in the interest of the parties primarily concerned 
and of the public whom the industry serves. 

In the matter of strikes and lock-outs the Act imposes no obligations on 
the parties which would, in the long run, deprive the employer of the right to 
declare a lock-out or the employees of the right to go on strike. The Act merely 
enjoins a reasonable delay in the exercise of these rights by setting up a procedure 
which the parties must follow and which must be allowed to complete its course 
before the strike or the lock-out can take place. 


When the dispute has come to a head a conciliation board is appointed whose 
duty it is to endeavour to bring about agreement between the parties. After 
the completion of its proceedings the Board, either unanimously or by a majority 
of its members, reports its findings and its recommendation to the Minister. 
If both parties accept the recommendation of the Board by agreement in writing, 
it becomes binding on them. If either declines, the attempt to settle the dispute 
has failed and both parties become free to exercise the rights held in abeyance 
during the course of the proceedings. The strike or lock-out will then take place 
unless, of course, the parties, spontaneously or by mediation, effect a settlement 
on some other basis. 

RECENT EXPERIENCES 


In the winter of 1948, a demand for a wage increase by railway employees 
led to the appointment of a Conciliation Board. The Board recommended an 
increase which was less than the employees had asked for and which they rejected. 
A strike was declared for a future date and there was no legal impediment to its 
taking place. Before the date arrived mediation was undertaken on the initiative 
of the Minister of Labour in the interest of the public. The wage demand 
was for an increase of 35 cents per hour. The Conciliation Board had recom- 
mended an increase of 7 cents. Asa result of the mediation an increase of 17 cents 
per hour was agreed upon by the railways and the workers, and the strike was 
averted. 


In the summer of 1950 a similar situation arose. Another wage demand was 
followed by the appointment of a Conciliation Board, the Board made a recom- 
mendation which the employees rejected, and a strike date was set. Again 
mediation was initiated by the Minister of Labour. This time the mediation 
failed and the strike took place. 

The effect of the strike was calamitous. The truck, the bus, and the plane, 
put forth a great effort of relief. But the Canadian people realized at once 
that the economic life of this country of great distances is dependent upon the 
service of the railways. Parliament was called into special session and emergency 
legislation was passed directing the resumption, within 48 hours, of railway 
transportation services by the companies and by their employees. The govern- 
ment stated that the purpose of the legislation was to deal with the national emer- 
gency then existing, and that it was not intended to provide a permanent proce- 
dure for the handling of relations between the railway companies and their 
employees. 

The companies and the employees complied with the emergency Statute 
and railway operations were resumed. The strike had lasted from the 22nd to 
the 30th day of August. The differences outstanding between the parties were 
then settled by an arbitrator appointed under the provisions of the legislation. 
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SUGGESTIONS FOR THE FUTURE 


As appears from the foregoing, relations between railway companies and 
their employees have been governed by the same rules as those which prevail in 
the case of all other industries within the jurisdiction of the Parliament of Canada. 
It has been suggested that a change be made and that a new scheme of regulation 
in these matters be set up by statute. 


The principal suggestion made for the handling of railway wage questions 
is founded on the postulate (1) that wages are a major item of railway operation 
costs consuming as they do over 50 per cent of the earnings of the companies, 
(2) that these earnings consist of revenue derived from rates paid by shippers, 
(3) that therefore the real conflict in rate and wage disputes is between labour 
and the shippers, (4) that, in consequence of all this, railway wage negotiations 
should be conducted by a body upon which the shippers are represented, either 
by a person nominated by shippers’ organizations or by a member of the Board 
of Transport Commissioners acting in their interest. 


Railway operations, by their very nature, require a great expenditure of 
manpower. Whether the use of manpower is greater in the case of railways than 
in that of other industries whose output of goods or services might be measured 
with the output (transportation) of railways, is a question which has not been 
determined. No information on this subject was furnished to the Commission 
probably because of the difficulty which would be encountered in trying to build 
up afair comparison. But the argument founded on the volume of labour involved 
in railway operations seems to intimate to railway employees that, because 
there are so many of them, they should agree that the principal factor in fixing 
the exchange value of their labour should not be its real money value, as in the 
case of other workers, but rather the compensation which the ‘‘consumers’’, of 
what they help to produce, can be brought to agree upon; that in effect these 
consumers (the shippers) are their employers and not the companies who engage 
them and regulate their work. 


Although all industries must depend for their revenue on the sale to the 
public of the fruit of their production, the Commission knows of no other industry 
whereof the workers are asked to assume the position here assigned to railway 
employees; where they are required to bring their wage demands, not to the 
company for which they are presumed to be working, but to the consumers of 
the article (transportation) which the company produces, in part by their labour, 
and offers for sale. The consumers of coal, of clothing, of automobiles and pro- 
bably of all other industries, have no such voice in the fixing of the wages of 
miners, of textile workers, of the employees of car factories, etc. It may well 
be imagined how the enforcement of such a peculiar doctrine in the case of railway 
employees would lead in course of time, (if it led to nothing worse) to the desertion 
of that industry by the labour element of the population. 


At the same time railway employees themselves must bear in mind that 
they have a common interest with the companies in keeping the cost of operation 
within limits which will enable the railways to compete on a fair basis with other 
transportation agencies. 


It is a further consequence of the above doctrine of shipper-participation 
in the fixing of the wages of railway employees, that these same shippers would 
continue to have nothing to say in regard to the other items of expense which 
the companies incur in the course of their operations and which enter also into 
the cost which must be met by rates. These other necessary ingredients of ope- 
ration would continue, as is the case today, to be purchased by the companies 
at their market price notwithstanding their effect on the sum of the freight 
rates paid by the shippers. The ‘‘purchase’’ of labour only would be subject 
to the approval of the ‘“‘consumers’’. 
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The foregoing suggestion goes on to recommend that a larger wage-fixing body 
than the present Conciliation Board provided by statute be set up to deal with 
railway wage demands and that the findings of this body be made binding upon 
all concerned. In effect this is the procedure of compulsory arbitration. It is 
then said, however, that if the principle of compulsory arbitration should be 
found too drastic, another procedure should be set up which would meet a 
situation of wage demands on the one hand and the opposition of shippers’ 
interests on the other, by recommending the payment of government subsidies 
to satisfy the demands wholly or in part. The body empowered to make this 
recommendation would be the Board of Transport Commissioners or another 
body upon which that Board would be represented by one of its members. 


It would be a grave mistake to impose upon the Board of Transport Com- 
missioners the duty of fixing or of taking part in the fixing of the wages of railway 
employees or of recommending subsidies to be paid by the Government. The 
duty of the Board of Transport Commissioners is to fix just and reasonable rates, 
that is just and reasonable in respect to the carriers on the one hand and the 
shippers or consignees on the other, for the service performed. It would be 
impossible for them to perform this duty adequately if these extraneous questions 
of the fixing of railway wages and the recommending of subsidies were mixed 
with it. ! 

No special legislation should be passed for the handling of railway wage 
disputes and the prevention of strikes or lock-outs. Legislation of the kind 
suggested would be highly provocative and in practice ineffective. It would settle 
nothing and encourage dangerous agitation. The railway industry should 
continue to be governed in this respect by the provisions of the Industrial Rela- 
tions and Disputes Investigation Act as in the case of all other industries regulated 
by Federal authority. 


The strike of 1950 is the first general railway strike in Canada’s history, that 
is in all the 83 years since Confederation. It has served one good purpose in that 
it has made all Canadians, railway officers, railway employees and citizens in 
general, realize what a disastrous occurence such a strike is. We are not likely 
to have another such experience in the near future. The best thing to do now 
is to leave the situation as it is in so far as legislation is concerned. If another 
similar emergency ever occurs it will have to be dealt with by those in charge of 
national affairs at the time of the occurrence. | 


CHAPTER XIII 
AIR TRANSPORTATION 


Civil aviation is governed by the provisions of the Aeronautics Act, Chapter 
3, R.S.C. (1927) as amended in 1944, 1945, and 1950. Part I of the Act deals 
with the technical side of civil aviation comprising matters of registration of 
aircraft, safety and control of aerial navigation, provision and administration 
of facilities for air navigation and the qualifications and licensing of airmen. 
This Part is administered on behalf of the Minister (Transport) by the Air 
Services Branch of the Department of Transport. 


Part II of the Act deals with the social and economic aspects of commercial 
air services. The Air Transport Board which administers this Part adjudicates 
on applications for licences to operate commercial air services and exercises 
economic control over the operation of air services which it has authorized. The 
Board is also called upon to advise the Minister in the exercise of his duties and 
functions under the Act in all matters relating to civil aviation. 


No specific complaints were laid before the Commission with respect to 
air transportation. Representations were received from the Mid-West Metal 
Mining Association, the Canadian Airlines Pilots’ Association, the Maritime 
Board of Trade, the Province of Prince Edward Island, the Prince Edward 
Island Boards of Trade, the Canadian Industrial Traffic League, the Province 
of Newfoundland, Eastern Provincial Airways Limited, and the Canadian 
Pacific Railway Company, which stressed the importance of air transportation 
in general; some dealt with regional problems, e.g. in Newfoundland, the Mari- 
time Provinces and northern parts of the country; special questions were also 
raised. 


Suggestions and recommendations made may be summarized under the 
following headings: 


(a) Airports 

It was submitted: 

(1) That additional airstrips should be constructed in northern areas to 
provide better air transport between mining localities and commercial centres; 

(2) That the facilities at alternate and supplementary international airports 
in the Maritime Provinces should be improved in order that trans-Atlantic 
traffic may be handled more expeditiously at these airports when, because of 
weather conditions, aircraft cannot land at the regular international airports of 
Gander and Goose Bay; 

(3) That the airport at Charlottetown should be improved to permit the 
use of larger aircraft for the transportation of certain agricultural products and 
fresh fish (especially lobsters) to points in the United States and the Provinces 
of Quebec and Ontario; 

(4) That landing strips should be constructed in King’s County in Prince 
Edward Island; 

(5) That consideration should be given to the possibility of building landing 
strips at Bonavista, Grand Falls, Corner Brook, and Burgeo in Newfoundland; 

(6) That commercial operators should be permitted to pick up and set down 
traffic at the American air bases of Argentia and Stephenville, Newfoundland; 
and 

(7) That air operators should be required to bear an increasing portion of 
the cost incurred by the Government in operating facilities for civil aviation. 
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(b) Granting of Federal Financial Assistance 


It was suggested that federal financial assistance be granted: 


(1) To assist the Canadian aircraft industry in research and development 
work; 


(2) To assist air carriers in establishing an air cargo service between Prince 
Edward Island and Newfoundland to supplement coastal shipping services 
during the winter season and in cases of emergency; and 


(3) To assist air carriers in establishing adequate air services within the 
Province of Newfoundland (through the granting of air mail subsidies). 


(c) Competition 


It was said that the policy of the Government in preventing competition 
between points named on the same scheduled licensed route of an air carrier may 
not always be in the public interest. 


(d) Operation of Commercial Air Services owned or controlled by Surface Carriers 


Opposition was voiced against the policy of restraining railways in the 
operation of commercial air services. 


(e) Royal Canadian Air Force 


It was stated that the Royal Canadian Air Force has provided free air 
transportation in cases which ought to have been handled on a commercial basis, 
thus depriving air operators of much needed revenue. 


CONCLUSIONS 


The above suggestions and recommendations must be considered in the 
light of the policy and practice presently followed. 


(a) Airports 


Our airport system is composed of main line airways systems and of second- 
ary airports. A main line airways system requires (i) terminal and principal 
airports complete with lighting and approach systems and buildings; (ii) inter- 
mediate airports complete with lighting and range at about every one hundred 
miles; (iii) emergency lighting facilities; (iv) radio aid to navigation including 
communication systems; and (v) meteorological services. 

The policy with regard to airports forming part of the main line airways 
systems may be stated briefly as follows: 


_ (1) Wherever possible, existing municipal airports are used and financial 
assistance is provided to bring them up to and maintain them at the required 
standard; 


(2) Where there is no municipality or where the municipality is unable to 
participate financially or is not interested, the Government constructs and 
maintains the airports; and 


(3) The Government has assumed the entire responsibility for the construc- 
tion, operation and maintenance of all radio aids to navigation on all main line 
airways systems. 

The provision of adequate facilities at airports forming part of the main 
line airways system is within the jurisdiction of the Department of Transport. 
At international airports where facilities for customs clearance must also be 
provided, the Department of Transport acts in co-operation with the Depart- 
ment of National Revenue. The provision of adequate facilities at both domestic 
and international airports is a matter for the attention of the Department of 
Transport and the Department of National Revenue and representations should 
be directed to these departments. 
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Financial assistance is granted for the establishment of secondary airports 
where such airports are deemed necessary to promote the development of natural 
resources. In considering applications for granting of federal financial assistance 
the following factors are taken into consideration: (i) the volume of local potential 
- traffic; (ii) the availability of other means of transportation; (ili) the advantages 
to be derived from the existence of an air service, and (iv) the cost of providing 
the airfield for which assistance is sought. An interdepartmental committee 
was established about one year ago for the purpose of studying proposals of 
financial assistance for the construction of additional airports in northern areas. 


With regard to submissions concerning air transportation in Newfoundland 
information shows that the matter is under consideration by the Air Transport 
Board and the Department of Transport. As to the exercise of traffic rights by 
commercial operators at the American air bases of Argentia and Stephenville, 
this is a matter which must be dealt with through diplomatic channels between 
the governments of the two countries. 


The submission that air transportation should bear an increasing portion 
of the cost incurred in providing operating facilities raises a question for adminis- 
trative decision and not for any recommendation by this Commission. According 
to information, air carriers are required to pay landing fees and requests have 
been made for a reduction in these fees. It must be noted that considerations 
of national defence, implementation of international obligations and the provision 
of facilities used by other than commercial operators have contributed to an 
increase in the expenditures involved in the establishment and maintenance of 
air transportation facilities. 


(b) Granting of Federal Financial Assistance 


The suggestions relating to this subject are of either national or government 
policy upon which no useful recommendation can be made. 


Financial assistance has been granted to develop the Canadian aircraft 
industry and to design new types of aircraft or to improve existing designs, and 
Canadian firms are now building aircraft pursuant to agreements with the 
Government. 


Up to the present time commercial air services in all parts of the country 
have been established and maintained without direct subsidies. Departure from 
the established practice may be warranted in certain cases, but decision must be 
made by the Government after consideration of all factors involved. 


Airmail contracts are granted as a result of negotiations between the Post 
Office Department and the air carrier. Subsidies to air services through airmail 
contracts is again a matter of Government policy. 


(c) Competition 


Under present conditions the policy followed with regard to competition 
over scheduled routes appeared well conceived. In order that the public may 
continue to enjoy the advantages of regular air services, operators of such ser- 
vices must be assured of all the traffic offered between the points which they serve. 
However, the Air Transport Board has made some exceptions to the established 
policy and has permitted competition when satisfied that such competition would 
not unduly prejudice the scheduled operator. 


(d) Operation of Commercial Air Services Owned or Controlled by Surface Carriers 


The Aeronautics Act provides that no licence shall be issued in respect of 
commercial air services owned, controlled or operated by any person who is 
engaged in the transport of goods or passengers for hire or reward by means other 
than aircraft unless the Governor in Council is of the opinion that it is in the 
public interest that such licence be issued. Licences have accordingly been 
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issued for domestic and international services to Trans-Canada Air Lines, a 
wholly-owned subsidiary of the Canadian National Railways, and to Canadian 
Pacific Air Lines Limited, a wholly-owned subsidiary of the Canadian Pacific 
Railway Company. 


(e) Royal Canadian Atr Force 


Measures which appear to be satisfactory have now been adopted in conse- 
quence of complaints made by commercial air carriers regarding the practice 
followed by the Royal Canadian Air Force of providing free transportation not 
directly related to military purposes. 


({) Regulation 


The subject of the regulation of air transportation is dealt with more fully 
in the Chapter on ‘‘National Transportation Policy’’. 


CHAPTER XIV. 


WATER TRANSPORTATION 


The following submissions were made dealing specifically with regulation of 
water transportation: 


_1. The Bellacoola Consumers Co-operative Association, of Bellacoola, 
British Columbia, complained of recent increases in coastal shipping fares and 
rates in that Province and made the following suggestion: 


“The basic problem underlying this submission is that of establishing the right of 
people residing in the coastal areas of British Columbia to have set up some controlling 
body for the regulation of fares and freight rates to areas served by coastal steamship 
companies.” 


The evidence shows that the representative of the Association was speaking 
only on its behalf and not for the other coastal areas of British Columbia. No 
other submission was made supporting this recommendation. 


2. The Canadian Industrial Traffic League recommended that regulation 
similar to that brought about by the Transport Act be established for water 
services between the Eastern and Western Coasts of Canada (presumably via 
the Panama Canal). 


3. The Associated Newfoundland Industries Limited made the following 
submission on the matter: 

“|. . of far greater importance, therefore, because of the relatively larger volume of 
traffic, is the subsidization of steamship rates in the same or somewhat similar manner 
to that applying to rail traffic under the Maritime Freight Rates Act. We, therefore, 
feel that there must be regulation of carriage of goods by sea rates on ships engaged in 
interprovincial carriage within the Maritime region, if any relief is to enure to the 
people of Newfoundland.” 


The Associated Industries further stated that: 


“The regulation of freight rates should include the carriage of goods by sea as well 
as rail traffic by placing the same under the jurisdiction of the Maritime Commission 
or other statutory body with the necessary regulatory powers.” 


This regulation was not referred to by other Newfoundland submissions 
and was opposed by the Transportation Commission of the Maritime Board of 
Trade which said: 


“This Commission is opposed to the extension of Part II of the Transport Act to apply 
to the transport of goods or passengers: 


(a) Between ports or places in British Columbia; 


(b) Between ports or places in Hudson Bay, Nova Scotia, New Brunswick, Prince 
Edward Island, and the Gulf and River St. Lawrence, east of the western point of 
the Island of Orleans, or between any two or more places therein, including 
Newfoundland; except in a case in which a strong and definite need is established 
for such regulation. It is submitted further that there does not appear to be any 
general need for such regulation, particularly in connection with the Maritime 
Provinces, and until there is a demand for regulation predicated on need it is 
submitted that regulation for regulation’s sake is unwarranted.” 
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Only a small part of domestic water transportation in Canada is regulated 
in respect to rates and services. This regulation is governed mainly by certain 
sections of the Transport Act, the Inland Water Freight Rates Act and the 
Railway Act. 


The Canadian Maritime Commission through its subsidy agreements 
controls the fares, rates and services of all shipping companies in receipt of 
Federal subsidies. These subsidies are granted to provide water transportation 
to outlying communities. During the fiscal year 1949-50 thirty coastal and 
inland steamship services received subsidies amounting to more than two million 
dollars. Two of these services were operating on the West Coast, two on the 
Great Lakes and twenty-six on the East Coast, including the River and Gulf 
of st. Lawrence. 


On the West Coast the coastal water transportation rates are determined 
by the Coastwise Operators Association of British Columbia. 


On the East Coast the rates are partially established by a conference known 
as the Associated Newfoundland Lines comprising shipping companies operating 
from Montreal and Halifax to Newfoundland. 


CONCLUSIONS 


The extent to which water transportation should be regulated has been 
the subject of inquiries on different occasions in the past and was again con- 
sidered at length by Parliament in 1937 and in 1938 when the Transport Act was 
introduced and enacted. These matters were again brought before Parliament 
when this Act was amended in 1944 and in 1945. The subject is dealt with more 
fully in the Chapter on ‘‘National Transportation Policy’’. 


CHAPTER. XV 


MOTOR VEHICLES 


The scope of this inquiry is limited, as of course it had to be, to “‘all questions 
of economic policy within the jurisdiction of Parliament’. The subject of this . 
chapter is motor traffic, which, in the main, is of purely provincial jurisdiction. 
But the effect of this traffic upon the welfare of the railways has assumed such 
importance as to make it necessary for the Commission to state the facts which 
those concerned in railway matters must bear in mind when dealing with the 
question of Canada’s transportation policy. And besides this, it is also true 
that a portion of the traffic, relatively small but of sufficient importance to 
have become in itself a problem for the railways, is interprovincial and inter- 
national, and therefore possibly within the competence of federal legislation 
(although, of course, this Commission does not pretend to express any opinion 
on legal questions that may arise concerning it). 


Truck competition did not become noticeable in Canada until less than 
twenty-five years ago. In the chapter of this report dealing with Crowsnest 
Pass rates it is pointed out that in the course of the great parliamentary debate 
on freight rates, which took place in 1925, nothing at all was said about the\/ 
truck. Water transportation alone was discussed as a factor holding down 
railway rates in Central Canada, to the advantages of shippers in that region. 
From then on the situation has been changing very rapidly, to the extent that 
today water competition is seldom mentioned; truck competition has over- 
shadowed it almost completely. The years since the end of the war have seen 
this traffic increase more rapidly than ever with the improvement in motor 
vehicles and the extension of hard-surfaced highways which have taken place. 
The trucks generally provide favourable rates and a convenient service. 


The Canadian National Railways has been affected more seriously than the 
Canadian Pacific by this competition because of its greater mileage in the 
industrial areas of Central Canada. 


In 1923, there were 515,178 passenger automobiles, including taxis, registered 
in Canada. In 1949 there were 1,672,352 such registrations. In 1949 there 
were 7,696 motor buses in the country, urban and interurban. Statistics do not 
show the division in numbers between these two services. It is the interurban 
bus that competes with the railways. 


The losses occasioned to the railways by motor trucks result partly from 
traffic diverted to the latter and partly from the granting of competitive rates 
by the railways in order to retain as much of the traffic as possible. The Railway 
Association of Canada estimates that at least $50 million is being lost annually 
by the railways as a direct result of reductions made in freight rates (competitive 
rates) intended to,retain some of the traffic. 


Conditions seem to indicate that these losses to the railways by reason of 
truck traffic can be expected to increase as time goes on. 


The effect of these losses in railway revenues is to throw a heavier rate 
burden upon the traffic which is non-competitive, that is long-haul and low- 
valued traffic. This burden is borne especially by those sections of the country, 
such as the Prairie Provinces, where truck competition is very much weaker 
than in Central Canada. 


Motor vehicles operate on highways which are owned and maintained by 
the provinces. The revenue derived from them by each provincial government 
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consists of licence fees and gasoline taxes. Some discussion was had at the 
Commission’s hearings on the question whether the revenues paid by the trucks 
to the provinces provide adequate compensation for their use of the highways. 
All that can be said here on this point is that it is in the interest of the provinces 
to collect at least enough revenue from this source to avoid loss if not to make 
a profit, and there does not appear to be any reason to suppose that this is not 
being done. 

Regarding the distribution of business between for-hire trucks and private 
trucks, accurate information is lacking, but such statistics as are available show 
that private trucks far outnumber for-hire trucks, and that on the other hand 
the for-hire trucks carry a larger proportion of the traffic than might be assumed 
from their number. These latter trucks are of two classes, some operating as 
common carriers for hire and others carrying goods for shippers by contract. 


The form of provincial control of trucks varies from province to province. 
British Columbia regulates rates and routes, and grants licences on the basis of 
public necessity and convenience. Alberta also requires proof of public necessity 
and convenience, but does not control rates. Saskatchewan and Manitoba 
require proof of public necessity and convenience and control rates. Ontario 
has no rate control but requires proof of public necessity and convenience. 
Quebec requires proof of public necessity and convenience and provides for the 
filing of rate schedules. The Maritime Provinces confine their regulations to 
matters of public safety. They do not regulate rates nor require proof of public 
necessity and convenience. 

It is evident from the facts set out in this chapter that motor vehicles, 
mostly under provincial control, constitute a most serious form of competition 
to the railways. It also seems likely that this competition will increase in 
strength with the progress made in highway development. It must be borne in 
mind, in relation to this question of highway traffic, that the trucks are not 
to be considered as providing merely a form of unfair competition to the railways. 
The trucking industry has a useful part to play in transportation. A large part 
of its business is applied to the hauling of traffic which would not go to the 
railways in any event. The relation of these conditions to the formulating of a 
national transportation policy is discussed in the chapter dealing with this, 
subject. 


CHAPTER XVI 
THE BOARD OF TRANSPORT COMMISSIONERS FOR CANADA 


COMPOSITION OF THE BOARD AND ITS FUNCTIONS 


From. the time of its creation in 1903 until 1938 the Board was known as . 
the Board of Railway Commissioners for Canada. In 1938 the name was 
fue by the Transport Act to The Board of Transport Commissioners for 

anada. 


The Board was at first composed of three members. This number was 
increased to six in 1908 and has so remained ever since. Each Commissioner is 
appointed to hold office, during good behaviour, for a period of ten years from 
the date of his appointment, and if not disqualified by age is eligible for re-appoint- 
ment. He may be removed at any time by the Governor in Council upon address 
of the Senate and House of Commons. A Commissioner ceases to hold office 
upon reaching the age of 75 years. Both the Chief Commissioner and the 
Assistant Chief Commissioner must have been either a judge of a Superior Court 
or a barrister or advocate of at least ten years’ standing. 


The nature, jurisdiction and powers of the Board were set out recently in a 
statement made on the subject by one of its superior officers and it will be useful 
to adopt and reproduce this statement here: 


“The Board is purely a creature of statute and has only such jurisdiction as the 
statute gives it either in express terms or by necessary implication: Duthie v. G.T.R.* 
It is a court of record, and in respect of matters necessary or proper for the due exercise 
of its jurisdiction has all such powers, rights and privileges as are vested in a superior 
court: Sections 9(2) and 33(3) of the Railway Act. The orders or decisions of the 
Board cannot be questioned or reviewed in any court except on appeal under Section 
oa 

“Originally the Board had jurisdiction over railways only. By subsequent legis- 
lation it was given a limited jurisdiction over other forms of transportation. In rough 
outline its present jurisdiction covers: (a) the construction, maintenance and operation 
(including rates) of railways; (b) the rates of telephone, telegraph and express companies; 
(c) the tolls on international bridges and tunnels; (d) the licensing and rates of ships 
on the ‘Great Lakes’ and the ‘Mackenzie River’ as defined in The Transport Act, 
1938; (e) specific matters in regard to which jurisdiction is conferred by a number of 
general and special Acts, such as the Bridges Act, the Act respecting the Continental 
Heat and Light Company, and the Winnipeg Water Act. 


“By Section 33 of the Railway Act, authority is given to the Board to inquire 
into, hear and determine any application by any party interested: (a) complaining 
that any company or person has violated or failed to comply with any provision of the 
Railway Act or the Special Act or any order made thereunder; (b) requesting the Board 
to make any order, or give any direction, leave, sanction or approval which by law 
it is authorized to make or give or with respect to any matter, act or thing which, by 
the Railway Act or the Special Act, is prohibited, sanctioned or required to be done. 
And by Section 34 the Board has power to make rules or regulations (a) with respect 
to any matter, act or thing which by the Railway Act or the Special Act is sanctioned, 
required to be done or prohibited; (b) generally for carrying the Railway Act into effect; 
(c) for exercising any jurisdiction conferred on the Board by any other Act.” 


Since the above statement was made the jurisdiction of the Board has been 
further extended to give it supervision over pipe lines for the transportation of 
oil and gas (The Pipe Lines Act, 1949). 


*(1905) 4 C.R.C. 304. 
*Section 52(10). 
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EFFECT OF THE BOARD’S DECISIONS 


In Ex Parte 162 in 1946, when the Interstate Commerce Commission of the 
United States granted a 20% increase in rates, the Commission in referring to 
the decision it was about to make, said: 


“What we do will directly affect production and distribution in the industries of 
the nation, and the welfare of its various regions, as well as the transportation industry. 
It will have its effect upon the forces tending to economic stabilization or the reverse.” 


The same may be said concerning rate increase decisions made by the 
Board of Transport Commissioners for Canada. Its action in these matters 
is important, not only because it meets the revenue requirements of the railways, 
but also because the form of the increase may have an effect on production and 
distribution, and the welfare of regions. 


It is because of the impact of the Board’s decisions on certain regions that 
seven provincial governments have contested the recent applications for rate 
increases made by the railways and asked for the appointment of a Royal Com- 
mission of Inquiry. 


IMPORTANCE OF THE COMPOSITION OF THE BOARD 


In 1902 when the Minister of Railways and Canals introduced the Act which 
created the Board of Railway Commissioners (in 1903), he said: 


“Mr. Speaker, as this question impresses itself upon my mind, the character, the 
capacity, the wisdom and the selection of the men is everything. Unless this country 
can afford us men of the right stamp, men of independence of character, of firmness 
and of fairness, men who have experience in business, experience in railway operation, 
experience in law; unless the country can afford us these conditions, then, we cannot 
look with any reasonable hope to find that the operation of the Commission will be 
successful. We have, therefore, to give to these men such a tenure as will invite the 
men that we want to come and take their seats upon this Board. We have to give 
them a tenure long enough to induce them to give up any business.in which they may be 
engaged and which may be profitable.” 


Dr. Simon J. McLean, upon whose recommendations the Board of Railway 
Commissjoners was set up, had this to say in his report to the Government 
in 1902: 


“The experience of both England and the United States points to the conclusion 
that the most efficient work would be obtained from the Commission if the members were 
appointed on the same tenure as the judges. A life tenure would mean a continuity of 
regulative tradition. It would also mean that the dignity and security attaching to 
the life tenure would permit the Commission to obtain a high order of ability, which 
could be obtained only in the case of the shorter tenure by the payment of a salary 
much higher than Canada could afford to give.” 


After pointing out that ‘“‘no species of regulation can remove all of the 
complaints that have arisen”’ and that some of the complaints are “‘the outcome 
of economic forces which are superior to legislative enactment’’, Dr. McLean 
stated: ‘The regulation will be in the interest not only of the shipper, but also 
of the railway. Equipped with an efficient and commanding personnel, the 
Commission will stand as arbiter. It will have responsibilities to both parties.”’ 


It is clear from both what Dr. McLean and the Minister said in 1902 that 
it was then regarded as most important that the Board have ‘‘an efficient and 
commanding personnel,’ that the tenure of office of the Commissioners should 
be sufficient to attract men of the highest calibre, and that the ‘‘selection of 
the men is everything”’. 
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If this was important in 1902, it is far more important today. The juris- 
diction of the Board covers a wider field; the amounts involved in rate cases 
run into hundreds of millions of dollars. The Board’s powers in matters outside 
the scope of this Commission, e.g. telephone lines, are in themselves great and 
lend further weight to the necessity of a strong Board equipped with a capable 
and efficient staff. 


Legislation giving broad powers will not cure all ills. The successful operation 
of the Board must depend on the ability of the men who are appointed to it 
and the staff which they have around them. 


COMPLAINTS CONCERNING THE BOARD 


The complaints before the Commission concerning the Board were many 
and varied, but may be shortly stated as follows: 


1. The railways’ chief complaint concerns the delay in granting increases in 
rates to correct ‘‘the imbalance between rates and costs’. In the main, however, 
the railways seem to be satisfied with the Board. Counsel for the Canadian 
Pacific Railway Company states that since 1903 it has had many eminent men 
among its members, and that it has built up a sound body of jurisprudence 
based on tried and established principles of regulation drawn from both Great 
Britain and the United States, and that there is no single basic principle of the 
Board’s jurisprudence which is not founded upon justice and impartiality as 
between the public and the railways. He alleges that the Board is equipped, 
qualified and experienced in finding what are just and reasonable rates. The 
Chairman of the Canadian Pacific Railway Company states that the staff and 
technical assistants of the Board might be enlarged and possibly the personnel of 
the Board itself might be strengthened. Another witness for the Canadian Pacific 
said that the traffic department of the Board has sufficient staff and that this 
part of the Board’s operations is being well administered, but that more staff 
may be needed when the General Freight Rates Investigation is under way. 
An accounting witness for the Canadian Pacific says that the accounting staff 
of the Board needs strengthening and that if uniform accounting is adopted 
there will have to be a reorganization of that department of the Board. The 
Canadian National Railways is in agreement with these last two statements. 
Counsel for the Canadian Pacific Railway Company said: “‘It is easy for parties 
who are dissatisfied because they have not had all their arguments accepted by the 
Board to make the statement that the Board has applied wrong principles, that 
its attitude is either too legalistic on the one hand, or, on the other hand, a 
complete departure from the established principles of rate making...” 


In effect, then, the railways pass over the criticism of the provinces as being 
due to the fact that they ‘‘lost the case’’ and are accordingly dissatisfied with 
the decision. 


2. The provinces criticized the Board on many grounds, chief of which were: 
That although the Board had the necessary powers to act in certain cases, it 
had failed to do so; that it had not exercised sufficient control over railway 
operations and rates, particularly competitive rates; that it did not act enough 
on its own motion and initiative; that it erred in accepting railway officers’ 
opinions on certain matters without thorough investigation; that it failed to 
bring about equalization; that it had a negative attitude in dealing with 
geographic, climatic and economic conditions and also in long and short haul 
discrimination; that it did not give sufficient consideration to the economic 
effects of its decisions; that it waited for complaints and had placed an impos- 
sible onus on individual shippers seeking individual rates; that it had improperly 
handled freight rate increases, taking the easy but unfair method of applying 
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uniform percentage increases; that it had, by following slavishly its prior deci- 
sions, circumscribed its powers; and that it had not an adequate staff of advisers, 
accountants, economists, rate experts and statisticians. 


SUGGESTED REMEDIES 


The remedies suggested were vague and general in character and fall into 
four classes: 


(1) Suggestions of the first class deal with the character of appointments 
to the Board and the enlargement of the Board’s staff. As summarized they are: 


That the members of the Board should have ‘‘the highest possible qualifica- 
tions, so as to ensure a judicial and competent performance of its functions 
under the Act’’; 


That the Board should be ‘‘strengthened”’ administratively and be supplied 
with an ‘‘adequate”’ staff of advisers, experts, accountants, engineers, economists, 
rate experts and statisticians; 

That there should be set up a system of “‘examiners’”’ similar to that existing 
in the organization of the Interstate Commerce Commission in the United 
States. These examiners are senior officers of the Interstate Commerce Com- 
mission who hear certain classes of cases at different points throughout the 
country and report to the Commission; 

That there should be an office of the Board in each province with local 
representatives and ‘‘adequate”’ personnel; and 

That the Board should be composed of men who “understand transporta- 
tion ¢ 

Stress was laid upon the importance of the Board’s decisions and the neces- 
sity of a “‘strong’’ Board. 


(2) Suggestions of the second class are to the following effect: 
That the Board should be ‘‘more active’”’ in making investigations; 


That the Board should make ‘‘continuous studies of rates and review and 
adjust rates more often on its own motion”’; 


That the Board should exercise ‘‘more initiative’? and should ‘‘direct and 
maintain’’ equality of rates between all regions; 


That the Board should be “freed from its previous decisions”’ ; 
That the Board’s attitude should be “‘less negative’’ and ‘‘more positive”’; and 
That the Board should maintain closer regulation over “individual rates’, 


rate levels, accounting, segregation of rail and non-rail assets, and particularly 
over competitive rates. 


(3) Suggestions which fall within the third class favour the broadening of 
the Board’s powers. They are as follows: 


That the powers of the Board should be “clarified” and ‘“‘widened’’; 


That the Board should have ‘fuller supervisory responsibilities including 
such matters as authority and responsibility to compel economies, and require 
co-operation under the Canadian National-Canadian Pacific Act,’ the ‘‘deter- 
mination of the standard of service’’ to be supplied by the railways, and the 
right to “force the railways to take full advantage of technological improve- 
ments’’; 


That the Board should ‘‘examine the efficiency”’ of railway operations when 
applications are made for increases in rates’ because of increases in wages to 
railway employees; 

That the Board should be given control over air, highway and water trans- 
portation; and 
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_That the Board should have power to control the ‘‘floor’”’ as well as the 
“‘ceiling’’ for rates. 


(4) The suggestions of the fourth class tend to a limitation of the Board’s 
powers. They propose: 
_ That the Government should take a ‘more active role’’ and ‘‘interfere on 
major issues”’; 


That the Board’s powers are broad enough now and should not be increased; 
That the Board’s powers should be ‘‘more precisely defined”’; 
That the Board should not be an ‘‘economic planning Board”’; 


That there should be less regulation of railways, that extension of regulation 
stultifes management and curtails initiative and results in the Board substi- 
tuting its judgment for that of railway management; 

That the policies to be followed by the Board should be set out in the 
statute; 


That the Board should be less independent and subject to more government 
control; and 


That the Board’s function should be “primarily to prevent inequality”’. 


ASSESSMENT OF THE COMPLAINTS 


It must be borne in mind that the complaints in the main are from two 
parties who came into sharp conflict with one another in a series of cases before 
the Board in the midst of a drastic change in economic conditions following a 
World War and the decontrol of prices, and that neither party to the dispute 
was entirely satisfied with the results of the decisions of the Board. Many of 
the issues raised must be viewed in the light of these facts. 


Some complaints made during the course of the hearings were later aban- 
doned or moderated; examples of these are: (a) the complaint that the Board 
did not give effect to geographic, climatic and economic conditions; in the final 
presentations all parties admitted that the Board should not be made an economic 
planning body; (b) the complaint that the Board should not be bound by its 
previous decisions; all parties agreed that the Board is not so bound and that 
Section 51 of the Railway Act is clear on this point. 


In the main it would seem that the following criticisms of the Board are 
worth recording here, in the expectation that this will lead to an improvement 
in procedure for the future, and have been justified by the facts: 


1. That, in the circumstances of the long delay in disposing of the 30% 
application made in 1946, the Board ought to have granted an interim 
increase in proper time. On the other hand, however, it must be pointed 
out, in this regard, that the railways did not ask for such an increase; 

2. That the Board accepted the assumption that all rates could be justly and 
reasonably increased by the same large horizontal percentage increase, 
regardless of length of haul, the nature of the commodity or the ratio of 
the freight to the value of the article. This is an unwarranted assumption; 

3. That the Board did not itself obtain, or compel the railways to file with 
it, proper statistics concerning traffic movements so as to enable it to 
determine which articles could bear greater or lesser increases in rates; 

4. That the Board has not paid sufficient attention to the classification to 
ascertain that articles are properly classified to meet changing conditions; 

5. That the Board has not over the years kept close enough supervision 
over competitive rates. It will be sufficient in this regard to refer to the 
conclusions on this subject to be found in the Section on Competitive 
Rates in this report; 
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6. That the Board has not in the past twenty-three years taken steps to 
bring about equalization between rates in the West and in the East; 
and 

7. That the Board has not paid proper attention to the effect of increases 
in rates on long-haul traffic. 

All of these matters are dealt with elsewhere in this report, but the 

following statements must be added here in fairness to the Board: 

(a) At the time the first of the recent rate increase applications was made 
in 1946, the Board had been comparatively inactive for a considerable period 
during which the rates were ‘‘frozen’’ and prosperous traffic conditions had 
created a sense of security in the railways and in the Board; 

(b) The Board, while seeming to recognize that the method of increases by 
a straight horizontal percentage might not be just and reasonable in all its 
consequences, said that it was unable to depart from it because of the lack of 
reliable statistics with which to devise a different scale of increase; 


(c) The Board has been ordered to hold a General Freight Rate Investiga- 
tion and has undoubtedly felt that some of these matters should properly await 
the results of such investigation; and 


(d) The railways are responsible in some measure for prevailing unsatis- 
factory conditions because of their failure, or their inability, to supply the 
Board with information which would have enabled it to deal more promptly 
and efficiently with the problem of rate adjustments. 


ASSESSMENT OF THE SUGGESTIONS 


The suggestions made are in the main too vague to be helpful. Most of 
them may more properly be termed ‘‘complaints’’ put forth in the guise of 
suggestions. . 


When asked what broader powers should be conferred by statute on the 
Board, or what more precise definitions of the powers should be set out in the 
Railway Act, most of the parties insisted that the Board should have broad 
discretionary powers and that the Act is satisfactory in its present form but 
that the Board has “‘circumscribed”’ itself by its decisions. 


It can be stated fairly that what everyone really wants is that the Board’s 
powers be kept as they are now, but with the hope and expectation that the 
recent contentious proceedings which have gone on will cause the Board to 
exercise greater care in the future in arriving at its decisions. 


Nothing put forward to the Commission warrants recommending any 
extension or limitation of the Board’s present powers under the Railway Act. 


Nothing put forward to the Commission warrants recommending the estab- 
lishment of Branch Offices of the Board in the various provinces. 


Regarding the appointment of examiners with similar duties to those 
performed by examiners for the Interstate Commerce Commission, the fact is 
that the Board itself, acting under Section 12 of the Railway Act, has wide 
powers for providing for the hearing of cases before it by two, or in some cases 
by one, of its members and that this power is being exercised. Sittings under 
this Section are held in various localities to suit the convenience of interested 
parties. x 


CONCLUSIONS 
With the exception of the pertinent recommendations found elsewhere in 


this report, there is no reason why the powers and duties of the Board should 
be changed. 
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It is not desirable to enact statutory directions setting out rigid principles 
to be followed by the Board. 


The Board should continue to have broad discretionary powers. 


Most of the complaints made are capable of adequate remedy under the 
existing legislation. 

Most of the suggestions made are in reality criticisms which the Board 
may overcome. 

In dealing with the subject of the Board, the importance of its functions 
and the high standard which should be maintained in the selection of its members 
cannot be stressed too strongly. Since its inception, the Board’s responsibilities 
have in many respects increased, and its jurisdiction has been extended. It is 
now called upon to regulate some of the most important public utilities in the 
country and its decisions are of vital importance to, and have far-reaching 
effects upon, almost every person in Canada. 


Because the Board’s duties seem likely to be very onerous from now on, 
the tenure of office of members of the Board should no longer be limited to ten 
years. This ten-year limitation must have a deterrent effect on qualified men 
who realize that in accepting appointment to the Board they run the risk of 
finding themselves in an undesirable position, by reason of age or of altered 
business conditions, when they return to private life. Dr. McLean’s recom- 
mendation of a life tenure was not acted upon but the principle implied in it 
might well be adopted now by making the position of the members of the Board 
similar to that of Judges of the Court of Exchequer, with retirement at the age 
of seventy-five years. The statutory qualifications of the Chief Commissioner 
and Assistant Chief Commissioner should continue as at present. It is not 
suggested that the Railway Act determine any particular qualifications for the 
other members because such a provision might stand in the way of some desirable 
appointments. It must be left to the discretion of the Governor in Council to 
decide in each case what qualifications shall be required of the appointee. 


It is of course of major importance that an administrative and judicial 
tribunal dealing with matters of the kind here involved be provided with an 
adequate staff of experts. Provision for this is already made in Sections 21 and 
25 of the Railway Act. There are times when the staff required may be much 
larger than at other times, as, for instance, during a general freight rate inves- 
tigation. 

RECOMMENDATIONS 


All the suggestions in the above conclusions are to be taken as being made 
subject to the recommendations regarding the reorganization of the system of 
control and co-ordination of all agencies of transportation found in the Chapter 
entitled National Transportation Policy. 


CHARTER ovat 


NATIONAL TRANSPORTATION POLICY 


Paragraph 2(a) of Order in Council P.C. 6033 contains the following sentence 
‘whichtis of great significance: 


‘“ . . to recommend what measures should be initiated in order that the national 
transportation policy may best serve the general well-being of all Canada.” 


It has been suggested that Canada’s national transportation policy is 
defective in certain respects, that for instance it is not ‘‘co-ordinated’’, and that 


oce 


it is not an “‘integrated”’ policy. 


The broad outlines of Canada’s national transportation policy may be 
found in an examination of the following relevant facts: 


(a) The construction of the Intercolonial Railway to enable the Provinces 
of Nova Scotia and New Brunswick to market their products in Central 
Canada: 

(b) The construction of the Canadian Pacific Railway to unite British 
Columbia with the rest of Canada; 

(c) The agreement to establish and maintain continuous communication 
between Prince Edward Island and the mainland of Canada; 

(d) The Terms of Union with Newfoundland providing for the taking over 
of the Newfoundland Railway and Steamship Services and the entrust- 
ment thereof to the Canadian National Railways, and the agreement 
to maintain a freight and passenger steamship service between Port aux 
Basques and North Sydney; 


(All of these policies were made part of the terms of Union between Canada and 
the various provinces mentioned above, and indicate the importance which 
transportation has had in the very formation of the confederation from the 
beginning in 1867 until the recent entry of Newfoundland in 1949.) 


(e) The adoption by Parliament of the Crowsnest Pass Agreement to ensure 
cheap transportation of grain from the Prairie Provinces to the head of 
the Great Lakes on its way to foreign markets; originally this agreement 
applied only to lines of the Canadian Pacific Railway in existence in 
1897, but Parliament subsequently made the rates statutory for all 
railways; 

(f) The passage of the Maritime Freight Rates Act in 1927 to provide for 
reduced rates on westbound traffic and on traffic within the “select 
area’’ designated by the Act, the application of the Act as far as appro- 
priate to the Island of Newfoundland in 1949; 

(Parliament’s action in these matters indicates recognition of the importance 
of transportation to particular areas and the possible necessity of special 
treatment under certain circumstances. ) 

(¢) The construction of the National Transcontinental Railway to encourage 
the shipment of goods through Canadian ports; 

(h) The construction in Central Canada of an extensive canal system which 
became toll free, built at a cost of about $328,000,000 and maintained 
at government expense; 

(i) The granting of substantial areas of land and subsidies to encourage 
and assist railway construction and the opening up of the country; 
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(j) The taking over by the country in the years between 1918-1923 of the 
bankrupt railway lines and the welding of them along with government 
lines into the Canadian National Railway System; 


(k) The construction of Hudson Bay Railway and the development of the 
Port of Churchill; 


(1) The subsidization of coastal shipping services and large investments in 
harbours and other navigation facilities; 


(m) The large investment in and operation of Trans-Canada Air Lines and 
assistance given to other air lines; 


(These all indicate Parliament’s close attention to and active participation in the 
transportation field.) 


(n) The establishment in 1903 of the Board of Railway Commissioners which 
in 1938 became the Board of Transport Commissioners for Canada; 


(o) The enactment in 1938 of The Transport Act providing for a degree of 
co-ordination; 


(p) The establishment in 1944 of the Air Transport Board; and 
(q) The establishment in 1947 of the Canadian Maritime Commission. 


(These measures indicate Parliament’s interest in the regulation and supervision 
of transport media.) 


All the foregoing form part of a National Policy. They indicate the con- 
tinuous concern of Parliament with Canada’s transportation problems including 
the problem inherent in great distances and sparse population. Parliament has 
authorized the expenditure of huge sums of money to overcome these difficulties 
which stood in the way of the country’s development. 


Canada, by the very nature of its geographic location, the great distance 
between its extremities, the vast stretches of relatively unproductive areas 
between its settled parts, and the existence of much mountainous terrain, is a 
difficult country for which to furnish transportation. Yet in a comparatively 
short space of time it has been provided with two large and efficient railways, 
an extensive canal route in Central Canada and a rapidly developing system of 
air transport. Under Canada’s constitution, control over highway traffic is, 
in the main, vested in the legislatures of the Provinces. The Provincial Govern- 
ments have expended large sums of money on road construction and gradually 
the country is being provided with a network of good roads. Now the Federal 
Government is co-operating with the Provincial Governments in the construction 
of the ‘‘Trans-Canada Highway” which will link the Provinces of Canada from 
the Atlantic to the Pacific with a suitable route for motor transport. 


It has always been recognized that railways are of primary importance to 
Canada and its people. Ours is a country great in size and small in population, 
yet today we rank third in the whole world in the export of goods. This by the 
very nature of things requires a long haul of primary commodities which to 
a great extent must be transported by rail. 


To enable our products to compete in world markets the railways must be 
able to haul goods cheaply and efficiently. It is therefore important not alone 
to the railways, but to our people that the two major railway systems shall 
always be in a position to match the progress made in other countries which 
compete with Canadian producers for the markets of the world. Without this 
Canadians would be at a competitive disadvantage. 


Canada, more by accident than by design, became the owner of what is 
today one of the largest railway systems in the world. This came about because 
‘the Federal and Provincial Governments had guaranteed the obligations of the 
railway companies which were later to become amalgamated into the Canadian 
National Railways System. This situation is unique in history—the country 
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owns and operates a railway in competition with a privately-owned one almost 
as large, and the two together provide over ninety per cent of the entire rail 
transportation in the country. 

It is part of the National Transportation Policy that the two great systems 
shall have the opportunity to operate side by side, in order to provide the requisite 
services to the country and its people and at the same time to serve as a check and 
a balance on each other, without destroying the opportunity of the privately- 
owned road to live and progress and to earn a fair revenue. 


It was submitted to the Commission that the two railway systems should be 
amalgamated under Government ownership and operation. This is not a novel 
suggestion, and it has been considered and rejected on previous occasions. The 
conclusion reached on such an examination of the proposals as it has been possible 
for the Commission to make is that such an amalgamation would not be an 
effective remedy for the problems which are said to affect Canada’s railway system 
at this time. The question is dealt with more fully in another chapter. 


CO-ORDINATION 


Submissions were made to the Commission urging the ‘‘co-ordination’’ 
and “integration” of all forms of transport media and the regulation of all by 
one and the same Board in order to bring about such integration and co-ordination. 


This question of the co-ordination of transport has a history which it will 
now be of interest to review. In 1938 Parliament passed The Transport Act, 
which was declared to be ‘“‘An Act to establish a Board of Transport Com- 
missioners for Canada, with authority with respect to transport by railways, 
ships and aircraft.’’ The Board so established was the former Board of Railway 
Commissioners for Canada whose members remained in office with a change of 
name. The Act then went on to define the duties of the Board as follows: 


‘‘3(2) It shall be the duty of the Board to perform the functions vested in the 
Board by this Act and by the Railway Act with the object of co-ordinating and 
harmonizing the operations of all carriers engaged in transport by railways, ships and 
aircraft and the Board shall give to this Act and to the Railway Act such fair interpreta- 
tion as will best attain the object aforesaid.” 


This provision declared the object of the legislation to be to co-ordinate and 
harmonize all carriers of certain descriptions, that is railways, ships and aircraft. 
But later provisions of the Act restricted the duties of the Board very considerably 
in respect to air and water transportation. (Sections 12 and 15). In the result 
the Board was left with full jurisdiction over transportation by rail, but very 
limited jurisdiction over transportation by air and water. 


In 1944 Parliament changed its policy in respect to co-ordination. The Act 
passed in that year repealed the aforesaid Section 3(2) and substituted the 
following therefor: 


“3(2) It shall be the duty of the Board to perform the functions vested in the Board 
by this Act and by the Railway Act with the object of co-ordinating and harmonizing 
the operations of all carriers engaged in transport by railways and ships and the Board 
shall give to this Act and to the Railway Act such fair interpretation as will best attain 
the object aforesaid.” 


During the same session Parliament provided for the separate regulation 
of air transportation by setting up a Board known as the Air Transport Board, 
consisting of three members appointed by the Governor in Council. 


The net result of the action of Parliament in 1944 was to lessen very greatly 
the possibility of co-ordinating and harmonizing the different transport media 
under Federal control. It left to the Board of Transport Commissioners the 
duty of carrying on this co-ordinating and harmonizing in so far only as the 
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railways and a minor branch of the water transportation system are concerned. 
Therefore air transport and the greater part of water transport are not included 
in Parliament’s present policy of co-ordination and harmonization. 


In 1947 Parliament passed further legislation creating the Canadian Mari- 
time Commission. While this Commission cannot be considered a regulatory 
body in the same sense as the Board of Transport Commissioners and the Air 
Transport Board, its powers and duties affect water transport in some respects; 
for instance it examines, ascertains and keeps records of the shipping services 
between Canadian ports and from ports in Canada to ports outside Canada that 
are required for the proper maintenance and furtherance of the domestic and 
external trade of Canada, Section 7(a). It also administers the subventions for 
coastal steamships which Parliament votes each year. In its administration 
of these subventions the Commission enters into contracts with the companies, 
containing provisions as to the tolls charged by them. 


The fact is therefore that while Parliament made provision in 1938 for a 
Board of Transport (instead of Railway) Commissioners it did not go as far as 
it might have gone towards bringing about complete co-ordination of ‘‘all carriers 
engaged in transport’. And the trend of legislation in recent years has been away 
from integration and co-ordination; so that now there are three bodies instead 
of one regulating transportation. 


Nevertheless several submissions were made at the hearings of the Commis- 
sion asking that steps be taken to bring about what was called ‘‘the co-ordination 
and regulation’”’ of all forms of transport. This of course must be taken to mean 
all forms of transport within the jurisdiction of Parliament. Special mention 
was made of the desirability of bringing trucks within the same control and 
regulation as the railways. And here a great obstacle lies in the way. By far 
the largest part of truck traffic is intra-provincial, and most of this intra-pro- 
vincial traffic consists of private trucking, that is trucking done by individuals 
and commercial firms in the handling of their own articles of merchandise. Only 
a small percentage is trucking for-hire. All this intra-provincial truck traffic, 
both private and for-hire is beyond the jurisdiction of Parliament, and this fact 
_ presents a barrier to co-ordination and integration of highway and railway ser- 
vices. 

There is a disposition in some quarters to find fault with this state of affairs 
and to express the opinion that the situation is undesirable and should be brought 
to an end. But such situations are bound to arise in a country such as Canada 
where there is a division of jurisdiction between a central authority and several 
local authorities. Provinces could not exist as such unless they had certain 
legislative and executive rights which cannot be taken from them. The conse- 
quence is that there cannot be a national policy properly so-called embracing 
matters which are of exclusively provincial jurisdiction. Education, for instance, 
is a subject which in countries of one legislature is regarded as being a most 
effective instrument of uniform national policy. But Canada cannot have a 
national policy in education because each province is supreme within its own 
territory in all questions affecting this subject. And so it is with transportation. 
It is hard to see how provincial transportation (as it may be called) can be handed 
over to the control of the Parliament of Canada without an amendment to the 
constitution. But even if the change could be brought about more readily, the 
first question to be asked here is, where do the several provincial governments 
stand on this proposal at this time ? 


The seven provincial governments which united in asking for the appoint- 
ment of this Commission were questioned on this matter. Of the seven, six stated 
that they would not agree to divest themselves of their exclusive jurisdiction 
over intra-provincial motor transport. The only province to speak somewhat 
differently was Saskatchewan, whose government said that it would transfer to 
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the Government of Canada the control and regulation of rates for commercial 
trucking within its borders on two conditions: (1) that provincial revenues 
should lose nothing by the transfer, and (2) that the Government of Canada 
should provide at its expense for the building of hard-surfaced roads in the 
Province. The Provinces of Ontario and Quebec were not represented before 
the Commission, but there is no reason to believe that either of them would 
agree to hand over its jurisdiction in this matter to the Federal Government. 
Newfoundland made no reference to the subject. 


This attitude of the Provinces gives no ground for the hope that central, 
uniform control and regulation of all transportation, including provincial trans- 
portation, is realizable in the near future. 


Notwithstanding the existence of this barrier of provincial opposition, it 
will be well to state briefly the views expressed on the subject. 


The Canadian Manufacturers’ Association would like to see legislation similar 
to the Railway Act made applicable to all forms of transportation; but the 
Association, recognizing the provincial opposition to federal jurisdiction as stand- 
ing in the way of central control, expresses the opinion that the provinces should 
unite in enacting uniform legislation regarding trucking. 


The Ship-by-Rail Association, the Canadian Industrial Traffic League, the 
Maritime Board of Trade, the British Columbia Feed Manufacturers’ Associa- 
tion, the Vancouver Board of Trade, the British Columbia Paper Manufacturers 
and Converters and the Saguenay Council on Economic Planning are all in 
favour of regulation, but all recognize that this regulation, under present condi- 
tions, must remain with the provinces. Some of these bodies favour the situation 
being left as it is, others would like to see a central controlling body established, 


The Dominion Joint Legislative Committee of the Railway Transportation 
Brotherhood recommend ‘‘that uniform and effective regulation and control be 
now applied to all forms of transportation for-hire, including that on highways’’. 
The Committee confined its recommendation to the regulation of for-hire trucks, 
and does not wish to impose restrictions on the operations of private trucks. 


The Canadian Congress of Labour recommends: (1) that each type of trans- 
port be assigned to the task it can perform most economically; (2) that all 
transportation services be under the control of the Board of Transport Commis- 
sioners; and that the British North America Act be amended to make these 
things possible. 


The International Brotherhood of Teamsters is opposed to federal control 
of trucking. 


The Canadian Automotive Transportation Association opposes the regula- 
tion of trucking by a central authority. It says that this system would work 
against the public interest because it would mean the regulation of trucks for 
the benefit of the railways. 


The only practical subsisting question in respect to the regulation of motor 
transport by federal legislation has to do with interprovincial and international 
traffic. If it is to be assumed that the authority of Parliament extends to the 
control of these forms of transportation the question to be considered is whether 
it is in the public interest that such control should be established. In the present 
state of the law this control could be established by adding in the first place to the 
words ‘‘all carriers engaged in transport by railways and ships,’’ in Section 3(2) 
of the Transport Act, the words ‘‘and by motor vehicles in interprovincial or 
international traffic’ or words of similar import. The effect of such an amendment 
would be to place these vehicles in the same position as railways and ships. 
It would thereupon become the duty of the Board of Transport Commissioners 
to co-ordinate and harmonize their operations with those of these other carriers. 
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These carriers would then lose some of the freedom of action which they have 
to-day, but, on the other hand, they would acquire a status which they do not 
now enjoy. The railways would still have them as competitors, but they would be 
regulated competitors. Whether or not this new arrangement would work out 
to the advantage of the railways, as seems to be generally assumed, would remain 
to be seen in the light of experience. 


In the United States the Interstate Commerce Commission regulates motor 
vehicles engaged in interstate traffic, with certain exceptions. Such traffic forms 
a greater proportion of the country’s total motor vehicle traffic than is the case 
in Canada. This is because of the large number of States in the Union (48) of 
smaller territorial extent than the average Canadian Province and the con- 
sequently large volume of interstate traffic, especially in regions such as those 
comprised in New England and the Atlantic States. Truck carriers are divided 
into three classes: common carriers, contract carriers and private carriers. 
Rates are regulated in respect only of common carriers and contract carriers. 
The Act requires common truck carriers to publish ‘‘fair and non-discriminatory 
rates’ subject to change only on thirty days’ notice, and the Interstate Commerce 
Commission is given power to prescribe maximum and minimum rates for them. 
Contract carriers are required to file minimum rates, and, in their case, the 
Commission is empowered to prescribe minimum, but not maximum, rates. 


It is well to point out here, that according to estimate there are in all Canada 
not more than 1,500 trucks engaged in interprovincial and international traffic, 
out of a total of about 50,000 for-hire trucks. 


In 1937 and again in 1940 bills were introduced into Parliament providing 
for federal control of interprovincial and international trucking. These bills met 
with strong opposition and were finally withdrawn. 


All forms of trucking have increased considerably since 1937. The time 
has come when Parliament might well reconsider this question of control. There 
seems to be no valid reason why those who carry on a business over which 
Parliament has jurisdiction (assuming this to be the case) in competition with 
others who are regulated in respect to their rates and operations should not be 
asked to submit to a similar form of control. This, of course, does not mean 
that any one form of transportation should be regulated only for the benefit of 
another. 


RE-ORGANIZATION OF CONTROL 


In so far as Parliament can regulate and control transportation, the object 
should not be confined to the rather negative work of correcting abuses, but 
should reach out to the positive constructive task of developing adequate and 
efficient transportation services and of ‘‘co-ordinating and harmonizing’’ the 
service in the public interest. The regulation of railways can best be exercised 
by combining it with the regulation of the other agencies of transportation. 
It is true that Parliament’s lack of jurisdiction over intra-provincial transporta- 
tion presents a major obstacle to the full attainment of this most desirable 
object. It is of course permitted to hope that the provinces will some day agree 
to co-operate with the Federal authority in the carrying out of a common policy 
of co-ordination. Until that day comes, however, there is no reason why Parlia- 
ment should not proceed as far as its authority extends towards the establish- 
ment of a national transportation system functioning under the control and 
regulation of an efficient supervisory board. The several means of transporta- 
tion—railways, waterways, airways, (highways), and now pipe lines—are distinct 
agencies that are inseparably inter-related. They should be so regulated as to 
serve not only individually but collectively in meeting the country’s needs. 
As an instance of something now requiring attention, it might be pointed out that 
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the place of water carriers in the country’s transportation system as a whole 
should be more definitely determined in order that they may be enabled to take 
their proper place as a part of the country’s transportation system. 


All this leads to the question whether the policy of close co-ordination and 
central control to which Parliament seemed inclined to commit itself in the 
Transport Act of 1938, should not be invoked once again with the view to its 
extension rather than to its restriction which has been the trend of more recent 
enactments. If this policy of 1938 can be revised and made effective it should 
properly have its beginning in the establishment of a strong control organism 
capable of taking the task in hand. Today there are three separate bodies, each 
charged with the control (a more or less extensive control in each case) of a part 
of Canada’s transportation system. They are the Board of Transport Com- 
missioners, the Air Transport Board and the Canadian Maritime Commission. 
It must be difficult, with this dispersion of control, to apply to all of Canada’s 
transportation agencies like principles of regulation for the accomplishment of 
a common purpose, viz. that of enabling each agency to perform its service 
advantageously and properly as part of a national transportation structure. 
The tendency of a separate independent body is to formulate policy affecting 
transportation without regard to the relationship of the various agencies to 
each other. This anomaly should give way to the constitution of a Central 
Authority which will be able to take in hand the major task of co-ordinated 
control, having at its disposal all the benefit acquired from the experience of the 
separate bodies in recent years. 


The adoption of this policy would bring together the three above named 
bodies, re-organized and united and devoted henceforth to the pursuit of a well 
planned policy for the co-ordination and regulation of transportation. 


(To avoid misunderstanding it is well to note that nothing suggested here 
is intended to affect in any way the functions of the Air Services Branch of the 
Department of Transport, which should continue to exercise its powers and duties 
as at present.) 


An important consideration in favour of the unification here proposed is 
that of staff. The regulation of transportation has become a highly complex 
and technical subject, which requires the help of experts in many fields of work. 
It cannot be expected that the members of a board, however carefully they may 
be chosen, will be versed in all the branches of knowledge which must be available 
for the satisfactory disposal of business and the settling of all issues between 
parties. Substantial reliance must be placed on expert assistants. It is therefore 
necessary to have at hand the best advice and consequently the best staff possible, 
proper consideration being given to necessary limitations of expenditure. The 
enumeration of the types of different staff duties, such as traffic, economics, 
statistics, accounting, licensing and secretarial work, indicates the desirability 
of unifying these activities under one authority. Apart from consideration of 
staff efficiency and the proper performance of duties, it seems certain that the 
consolidation here recommended would result in an appreciable saving of salaries 
and expenses. 
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Dr. H. F. Angus’s concurrence in this report is given subject to his reserva- 
tions to certain parts thereof referred to in his ‘‘Reservations and Observations”’ 
which follow. 
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RESERVATIONS AND OBSERVATIONS BY DR. H. F. ANGUS 


RESERVATION TO THE CONCLUSIONS OF CHAPTER I ON ECONOMIC, GEOGRAPHIC 
AND OTHER DISADVANTAGE OF CERTAIN SECTIONS OF CANADA 


I regret that I am unable to associate myself with the Conclusions reached 
by my colleagues in this Chapter, without making one reservation: 


The complaints made by the provincial governments seem to me to concern 
the effect upon their people of national policies rather than the physical fact of 
distance from markets and sources of supply. They do not challenge these 
policies which comprise not only the tariff but the very maintenance of Canada 
as a separate nation; but they complain that too little has been done to compensate 
those who suffer economically as a consequence of these policies. This is not a 
complaint against the railways. It isa complaint against the federal government 
which, in effect, is asked to subsidize the railways in order to enable them to 
forego high freight rates. 


RESERVATION TO THE CONCLUSIONS OF SECTION 2 OF CHAPTER II ON RATE BASE 
AND RATE OF RETURN 


1. While I agree with my colleagues in not recommending the amendment 
to Section 325 of the Railway Act proposed by the Canadian Pacific Railway, 
I am unable to subscribe to the reasoning in the part of the Report dealing with 
Rate Base and Rate of Return. It is necessary to make this clear because parts 
of this reasoning might stand in the way of views which I shall have occasion 
to express concerning the aggregate revenue which rates should yield in order 
to be just and reasonable to the railways and at the same time to shippers and 
consumers. 


2. My own reasons for not recommending the proposed amendment are: 


(a) The plan of recapitalization which we have recommended for the 
Canadian National Railways does not involve the dangers against which the 
proposed amendment was designed to protect the Canadian Pacific Railway. 
The amendment is, therefore, unnecessary. 


(b) Although the Board may find it convenient to use the rate base and 
rate of return method of determining the revenue which the Canadian Pacific 
Railway should receive, I do not think that the use of this method should be 
imposed upon it by statute unless some of the highly controversial issues 
surrounding the construction of a rate base have first been settled. 


OBSERVATIONS ON RELATIONS BETWEEN RAILWAY COMPANIES AND EMPLOYEES 


A comprehensive transportation policy should pay due regard to the interests 
of labour which is as much entitled to just and reasonable treatment as shippers 
or investors. In Canada this problem has not been tackled directly and railway 
labour, in particular, has been regarded as a cost which it is the duty of manage- 
ment to keep as low as possible. Labour has had to rely on its bargaining power 
and ultimately, therefore, on its ability to stop railway operation by a strike. 
The Industrial Relations and Disputes Investigation Act extends to railways and 
establishes procedures of bargaining and conciliation which must be followed 
before a strike or lock-out may be declared. 


Since the war there has been a general demand for a shorter working week 
and better conditions of work, while the inflation has led inevitably to a demand 
for higher wages in terms of dollars. In the case of the railways this pressure 
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has coincided with difficulties which have been considered elsewhere in this 
Report: A fall in the volume of traffic and a change in the rate structure imposed 
by truck competition. The result has been a great (and, perhaps, exceptional) 
strain on the procedures provided by The Industrial Relations and Disputes 
Investigation Act. It was some time after the conclusion of our hearings that 
this strain culminated in a strike which was ended by ad hoc legislation imposing 
compulsory arbitration. 


If the matter were to be left at this point we should, in effect, though not in 
form, have compulsory arbitration as a final stage in disputes which affect 
railway labour. It is compulsory arbitration in an extremely tactful, but also 
in an extremely expansive and inconvenient, form. It is based on the intolerable 
inconvenience of a cessation of railway operation and, on this ground, recognizes 
a distinction between railways and other enterprises, which is not known to The 
Industrial Relations and Disputes Investigation Act. 


The effect of this development on future labour disputes remains to be 
seen. Railway management cannot afford to yield too readily to any demands, 
however reasonable, or it may be denied the consequential increase in freight 
rates for which it will have to apply to the Board. The best way of demonstrating 
its efficacy as a bargainer would be to concede nothing more than what conciliation 
proceedings under the Act may recommend and to allow any difference between 
a conciliation award and the demands of labour to go to arbitration by the trail 
blazed by a strike, a special session of Parliament and ad hoc legislation. If 
these awkward procedures could be simplified with fairness to all concerned the 
advantages are obvious. 


Such discussion of railway labour as took place in the course of the hearings 
preceded the recent strike. With the exception of labour itself the parties were 
primarily concerned with keeping freight rates as low as possible. They had, 
therefore, to question both the net income to which the railways were entitled 
and the wages and conditions of work to which labour was entitled. No practical 
submissions were made, but the general view seemed to be that it was the duty 
of railway management to drive as hard a bargain as possible and the responsibility 
of the Board to satisfy itself that this duty had been discharged. The railways 
did not complain of the bargaining procedure in itself, but they did complain 
of the time-lag between increases in wages and increases in freight rates. 


If it were conceded that the railways were entitled to some just and reasonable 
net income, or that a ‘‘Yardstick’’ railway should have a definable permissive 
income, the position of labour would be to some extent clarified. As long as 
it was economically and legally possible for the yardstick railway to earn its 
permissive income any increase in labour costs would be passed on to shippers 
and consumers in higher freight rates. The net income of the railway would 
act somewhat as the fluid in hydraulic brakes acts. Its merit would be its relative 
incompressibility, and its inability to expand. 


It would follow that the parties interested in wages, or labour costs, would be 
labour on the one hand and shippers or consumers on the other. Railway mana- 
gement would have at most a contingent interest: an interest which would arise 
if freight rates were raised to their economic ceiling, the point at which higher 
rates would not yield a higher income. 


It would also be quite clear that the labour disputes affecting railways differed 
from other labour disputes in a number of significant ways: 


(a) Railways, unlike other employers, sell their services at controlled prices; 


(b) Up to a point the net income of the railways will be protected by raising 
these controlled prices, (or by subsidies if a control is maintained for reasons 
of public policy). To this extent the increases in labour costs will be passed 
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on to users of railways (or to taxpayers). But assume that the railways had 
conceded in bargaining all that the recent arbitration gave. Would the 
Board have honoured their undertaking ? 


(c) Railways, unlike industrial employers, cannot discontinue the less profitable 
portions of their operations because of rising labour costs. Railway labour 
cannot “price itself out of its market.” 


(d) Railways, unlike some other employers, never have large surplus revenues 
from which part of an increase in labour costs can be met; 


(e) Bargaining between railway management and labour is imperfectly bilateral: 
railways cannot lock-out their employees; 


(f{) If strikes occur they put pressure on shippers and consumers rather than on 
employers. This pressure is very great and provokes legislation in the course 
of a few days. 


These factors would seem to justify some differences in the procedures 
for determining wages and conditions of work. The apparent bargaining power 
of railway labour is excessive and is directed to the wrong address, i.e. labour 
bargains with management by pressure applied to the public. But, if arbitration 
were compulsory in practice, labour would have less real bargaining power 
than in most occupations and everything would depend on the outlook of the 
arbitrators. There was, for instance, a significant difference between the con- 
ciliation award and the arbitration award in the recent labour dispute. The 
problem is, therefore, to find some middle way between complete freedom of 
bargaining on the one hand and compulsory arbitration on the other. 


A permanent solution of this problem would have to satisfy several condi- 
tions. It would have to be accepted as fair by railway labour. It should remove 
the apprehension, expressed at our hearings, that railway labour would use 
unlimited bargaining power to impose conditions which would be grossly unfair 
to other recipients of income in Canada. It should exonerate railway manage- 
ment from the invidious duty of satisfying the Board that no one could have 
driven a harder bargain. It should relieve the Governor in Council and Parlia- 
ment from the duties which they have had to assume in recent disputes. 


Two lines of development seem worth exploring. Both aim at giving more 
reality and more prestige to Conciliation procedures which seem to have become 
a mere stage in bargaining. The first would consist in bringing the real contes- 
tants face to face and allowing the parties interested in lower freight rates to 
participate in the proceedings. A Board of Conciliation might, in the case of 
railway disputes, consist of five members, of whom two would be nominated by 
labour,.and one by railway management, while one would be appointed to repre- 
sent the users of railways. And users, or their spokesmen, might be allowed to 
present arguments to this Board. 


This plan would enable users to express their views while negotiations were 
stillin progress. There would be some difference between the weight of a majority 
decision supported by users and one opposed by them and this indication of their 
views might have some influence on further negotiations. 


An alternative would be to have not one but three “‘neutral’’ or “impartial”’ 
members on the Conciliation Board so that its findings would not appear to 
reflect the outlook of one man. If all three neutral members were of one mind 
they would carry great weight with the public. If they differed, the public 
would be better informed of the merits of the dispute than if it were confronted 
with what was in effect, a one-man decision. The conciliation award is not final. 
It is essentially persuasive. It would be made as persuasive as possible. Even 
a difference of opinion may serve to close the gap within which there is a reason- 
able difference and may in this way guide further negotiation. 
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The hearings disclosed that there were two possible standards for railway 
wages in Canada and that the difference between them was, in the aggregate, 
greater than that between the highest claims to permissive income made by the 
railways and the lowest claim which was generally conceded. One view is that 
railway wages should conform to those paid in the United States which are at 
present much higher. The other is that they should conform to the wages of 
comparable occupations in Canada. It is easy to find fault with either view. 
To raise railway wages to the levels prevailing in the United States would create 
a highly privileged class of labour in Canada. To use the wages of comparable 
occupations in Canada as a standard would be to rule out the possibility that 
railway labour should, sometimes at least, be the pioneer in raising these standards. 
Just as it would be in itself desirable to close the gap between the conflicting 
conceptions of permissive railway income by some authoritative definition; so 
it would be to close, by consent, the gap between these two standards for railway 
wages. The first step would seem to be the adoption of some procedures for 
determining wages which would be somewhat more judicial than the ‘‘pull- 
devil, pull-baker’”’ method. The two suggestions which have been outlined 
have this objective in view. 


OBSERVATIONS ON THE RAILWAY PROBLEM IN CANADA 


1. The following paragraphs are intended to supplement the specific con- 
clusions set out in the Report by giving my own views on railway problems in 
general. My aim is to look beneath the symptoms of discontent appearing in the 
submissions to the Commission and to discover some basic principles; to endeavour 
in short to see the wood as well as the trees. 


2. Throughout these Observations emphasis is placed on the desirability 
of clarity and intelligibility in Canadian railway policy. The end to be attained 
is that the various parties interested in railway transportation should be conscious 
not only of their conflicting interests but also of the common interests which 
transcend these conflicts. Shippers and consumers; labour and shareholders; 
regional interests and federal taxpayers; the Canadian Pacific Railway and the 
Canadian National Railway are alternately adversaries and partners. All eight 
of these parties have a common interest in the maintenance of an efficient system 
of railway transportation. No one of them expresses his entire objective when 
he is engaged in negotiations or disputes with one or more of the others. Our 
own hearings were treated by the parties concerned more as a forum for advancing 
claims than as a round table for the development by consent of a mutually 
acceptable policy. If some basic questions can be settled with finality, an occa- 
sional friendly conference arranged by the parties concerned might do something 
to dispel myths and legends which are no longer true and to develop an atmosphere 
without which constant and’costly misunderstandings seem all too probable. 


3. What we have done may be compared to equipping the road which the 
Board of Transport Commissioners must follow with red, green and yellow lights; 
recommending that some things should be forbidden, others proceeded with and 
others approached with caution. What we have left undone may be compared 
to floodlighting the whole road—including those portions which no one has 
brought to our attention—in order to facilitate the day to day working of the 
Board and perhaps even make our railway transportation policy intelligible to 
the people of Canada. 


4. In a healthy and mature economy the railway freight rates which shippers 
pay, together with the fares paid by passengers, should provide the carriers with 
revenue which will cover their costs, including a reasonable return on their) 
capital, but should not enable the carriers to make exorbitant profits. A rate 
structure which produces this result can be said to be just and reasonable to the 
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public and to the railways alike. In its perfect form it would resemble a co- 
operative enterprise by which various types of shippers, by combining their 
purchases of transportation services, all obtained rather lower rates than if 
they acted independently. No shipper would pay less than the out-of-pocket 
cost of the services he received and none would pay more than the value he 
attached to the services. The lower of these limits may occasionally be dis- 
regarded for reasons of public policy. The higher limit can never be exceeded 
and it may at any time be reduced if some cheaper means of transport becomes 
available. 


5. Some element of public or national policy is almost always present in a 
rate structure. It can be seen on a small scale when passengers are carried on 
branch lines at the same rate per mile as on lines of much greater density, or on 
a large scale when an entire railway is built with the expectation that it will 
never yield a revenue which covers its operating costs and provides a fair return 
on the capital invested in it. It can be seen, too, when some rates are fixed by 
law so that the burden of any increase in the cost of railway transportation must 
be borne by some other rates. 


6. A rate structure may be designed so as to enable carriers to meet their 
cost, earn a fair return on their investment and also perform various services 
at less than cost or even, on their own initiative, undertake enterprises beneficial 
to the whole economy. While a purist might object that in calling rates which 
cover these services ‘“‘just and reasonable’’ the Board is in effect imposing a tax 
on shippers to defray their cost, no one is likely to worry solong as the ‘‘taxation”’ 
is small and the ‘‘taxpayers”’ indeterminate. But arrangements of this sort are 
likely to be challenged if shippers have to face an increase in rates or railways a 
decline in their profits. 


7. Indeed, national policy in transportation matters, when it appears on a 
large scale, is not likely to be financed at the expense of shippers. It is not un- 
usual for a state-owned railway to be operated at a loss or, at any rate, without 
earning a return on the capital supplied by the state; and sometimes an induce- 
ment is offered to a privately-owned railway in order to make private interest 
coincide with national policy. In both these cases the cost of the national policy 
is borne by the taxpayer. hia 


8. In the course of our hearings various classes of shippers have contended 
that the railways should be operated as instruments of national policy and that 
part of the cost of transportation should be borne by the taxpayer. Counsel 
for the Canadian Pacific Railway argued that ‘‘subsidies are uneconomic’’. 
Both these views are open to criticism. There are obvious limits to the extent 
to which national policies can be invoked by particular interests, whether regional 
or occupational and even the most unchallengeable of national policies may 
require the use of subsidies to effect a purpose which is seldom, if indeed ever, 
purely economic. The construction of the Canadian Pacific Railway itself is a 
case in point. Subsidies may constitute a link between national policy and 
private enterprise. 


9. Taxpayers would object to being called on to finance too many national 
policies. But the interests of shippers in their business probably outweighed 
their interests as taxpayers. As federal taxes only were involved no protest was 
to be expected from those provincial governments which feel that their people 
have more to gain by federal expenditure than to lose by federal taxation. Most 
of the provinces which appeared before us were in this position. Quebec and 
Ontario were not represented at the hearings, nor was the federal taxpayer. 


10. A rate structure, once established, is an important factor in determining 
the economic location of industry and any change in an established structure is 
likely in the long run to affect the location of industry by making some enterprises 
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vulnerable to competition. There are, therefore, vested interests opposed to any 
substantial change and insistent that, as a matter of national policy, it should be 
avoided or neutralized. 


11. At the present time a substantial change is taking place in the Canadian 
rate structure. As in other countries, trucks (whether operating as carriers for 
hire or owned by shippers) have deprived the railways of much of the revenue 
which they had previously derived from the carriage of commodities of relatively 
high value for relatively short distances. The loss in revenue has to be made 
good from traffic which is not vulnerable to truck competition and, therefore, 
principally from the carriage of relatively low valued commodities for relatively 
long distances. In Canada, more perhaps than elsewhere, the result has been 
to impose a serious burden on the economies of outlying regions. A demand has 
arisen that national policy should be directed to arresting this change in the 
rate structure and that the federal taxpayer should, in effect, come to the assist- 
ance of the long-haul shipper of primary products. 


12. Something approaching a crisis has occurred as a result of a great in- 
crease in the cost of railway transportation which has coincided with fear of a 
recession from the high traffic volume attained during the later years of the 
second world war. This increase of cost has forced the railways to seek additional 
revenue which must of necessity come largely from rates not acutely vulnerable 
to truck competition. It can come from competitive rates only if the costs of 
competitors have increased commensurably with the costs of railways. 


13. One effect of the crisis has been to revive interest in the possibility of 
counterbalancing these increases in the cost of railway transportation. In 
principle cost might be reduced in one or more of several ways: (a) by amalgama- 
tion or unification of the railway systems; (b) by enforced co-operation between 
them; (c) by the elimination of unremunerative services; (d) by technological 
changes. These possibilities will be examined separately. It should be noted 
that they have one important feature in common: they all contemplate economies 
in the employment of labour by requiring fewer man-hours. It should also be 
noted that if the primary alternative to a reduction in the cost of operation 
lies in the payment of subsidies, it is the federal taxpayer who is primarily inte- 
rested in whether economies are effected or not. We have not had the benefit 
of the taxpayer’s views. Shippers are not vitally concerned with reducing a 
bill which they do not expect to have to pay. 


14. Amalgamation has few friends. Various forms of joint operation have 
been carefully considered and condemned. It is true that the estimate of the 
future earning power of the Canadian National Railways made by its officials 
at the hearings was so low that a weary taxpayer might have wondered if a lease 
to the Canadian Pacific Railway on mutually advantageous terms would have 
its attractions. The alternative of state ownership of all railways has merits 
which have commended it to most modern states. But economy of operation, 
though physically possible, is not among these merits. As an immediate practical 
policy in Canada both these alternatives can be dismissed. 


15. The mild form of co-operation between the Canadian National and 
Canadian Pacific Railways, enjoined by the Canadian National-Canadian Pacific 
Act, has been examined in the main body of the Report. The further economies 
which are expected from this source are very small and it is worth noticing that 
extensive claims have usually been made only when there was some discussion 
of amalgamation. 


16. The elimination of unremunerative services may take the form of reduc- 
tion of services or of abandonment. Usually there are vested interests which 
oppose either of these economies. Theoretically the case for any proposed 
abandonment is strengthened whenever the cost of railway transportation 
increases. In effect the opposition amounts to a contention that the service, 
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in spite of its unremunerative character, should be maintained for reasons of 
public policy. The question is semi-political for there seems to be no way of 
making those who want the services pay for the cost of providing them. 


17. Less objection is usually taken to technological improvement. But 
most improvements require the investment of new capital and the economies 
are ordinarily not immediate. For new capital to be forthcoming it must be 
assured of a fair return, and no such assurance is convincing unless the capital 
already invested is receiving a fair return, or unless some security which ranks 
before common stock can be sold. 


18. An increase in the volume of traffic, such as has occurred with the progress 
of rearmament, may also be looked on as something which decreases the unit 
cost of transportation or prevents that cost from increasing. It is the only type 
of reduction in cost which does not involve a reduction in man-hours of employ- 
ment. If it could be expected with confidence over a long period of time what 
has been called the crisis in railway transportation would disappear. <A period 
of rapid and sustained economic expansion might permanently transform the 
whole problem of railway transportation in Canada. 


19. Apart from the possibilities which have been reviewed in the five pre- 
ceding paragraphs, the increase in transportation costs must be accepted as 
a, fact and dealt with by providing the carriers with revenue. Its main cause 
has been the general increase in prices and wages commonly called inflation. 
Canadian inflation has, happily, little but the name in common with the disastrous 
inflations which have occured in countries ravaged by war. It was even possible 
for witnesses to contend that rates fixed in terms of dollars twenty-five years 
ago should remain unchanged, or that rate differentials existing before the second 
world war should remain constant in terms of dollars. However, even the Canadian 
inflation has benefited some industries and injured others. Few manufacturers, 
for instance, complained of increases in freight rates. Inflation has taken some 
time to exert its full effect on railway costs and its most spectacular effects on 
those costs have taken the form of wage increases. This process is still continuing. 
It should be distinguished from increases in cost incidental to shorter working 
hours for shorter hours are not a necessary consequence of price increases. 


20. The inflation magnifies, in terms of dollars, any changes imposed on 
the rate structure by truck competition and also any anomalies in the rate 
structure. Its main effect is probably psychological. Everyone accepts with 
equanimity and explains plausibly any changes in price which enlarge his income, 
and complains bitterly of any changes which increase his expenses. Everyone 
tends to discount as transitory any advantage which he may receive from infla- 
tion and thinks of the disadvantages as more likely to persist. Particularly 
is this true of the high prices which producers of primary products may receive, 
on the one hand, and the freight rates which they are called on to pay, on the 
other. Frequently, in the course of the hearings fear was expressed that prices 
would collapse but that freight rates were here to stay. 


21. There were other sources of apprehension as well. The enormous bargain- 
ing power of labour inherent in its ability to tie up the transportation services 
on which the very life of the country depends filled some witnesses with alarm. 
While there was no evidence that this power had been used in an irresponsible, 
or even in an arrogantly selfish way, it was feared that it might be so used. 


22. Side by side with fear, as a psychological factor in the problem of railway 
transportation, should be placed the well established myth of regional injustice 
which flourishes in some regions and which can be at times the root of disheartened 
self-pity. 

23. These psychological factors, which are never quite without some plau- 
sible basis in fact, help to create an atmosphere in which distrust and suspicion 
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predominate and there is an irresistible temptation to pick on someone, be it 
the railways, be it labour, or be it Central Canada as the wrong-doer. The 
readiness of governments, and indeed of the railways themselves, to come to 
the assistance of an industry in distress is forgotten. The result is that there is 
little sympathetic understanding of the difficulties of others and little readiness 
to face what is after all a common problem in a spirit of mutual forbearance and 
mutual aid. It is only by making Canadian railway policy intelligible to the 
people that more cordial relations can be created. To be intelligible the policy 
must itself be clear. 


24. The crisis in railway transportation, magnified, in appearance at least, 
by the inflation and by fear of further increases in the cost of railway operation, 
has been aggravated by the position of the two major railways. The Canadian 
National Railways is state-owned. Any deficiency in its revenue is met sooner 
or later by federal taxpayers because it takes the form of inability to pay interest 
on bonded debt. If public interest required it this railway system could operate 
with rates which did not cover its costs. For instance, the Board might fix rates 
which cushioned the shock of the inflation to the industries of Canada or post- 
poned the adjustments in the rate structure made necessary by truck competition. 


The Canadian Pacific Railway is privately owned and cannot be expected to ‘y 


forgo adequate revenues, if it is economically possible to obtain them. Indeed 
it canot exist without adequate revenue. The smaller railways are in a similar /~ 
position. It follows that the general rate level must be set with the needs of 
the Canadian Pacific in mind. No other standard has been seriously suggested. 


25. While it is possible to imagine conditions under which some other 
standard might be used, it is hardly possible to imagine these conditions arising 
without the general position of Canadian railways requiring new legislation to 
guide the Board. Admittedly the future is unforeseeable. But the action of 
today must be based on probabilities. There is no probability of the Canadian 
Pacific Railway ceasing to be the “yardstick’’ for rate-making. _ 


26. It is doubtful if the change in the position of the Canadian Pacific from 
being one railway among several whose needs had to be considered to being the 
unique standard by which the general level of rates can be judged, was foreseen 
when the Canadian National Railway System was created. It is quite possible 
for a state-owned railway system to be the sole standard for setting rates, as 
indeed is the case in the United Kingdom today, where a definite revenue requi- 
rement has been set by law. It is equally possible to set rates with regard to 
the position of a large number of railways which are privately owned, as is the case 
in the United States. Each railway is left with an incentive to make the largest 
revenue it can within the freight rate level set for all. But it would be imprac- 
ticable to set a level for a privately owned railway which was the only railway 
in the country, without making that railway a strictly regulated public utility. 
The same thing is true if a privately-owned railway (even though it is not the 
only railway) is of necessity the sole standard for fixing rates, subject to the ability 
of railway users to pay. Such a railway occupies a peculiar position. It is 
bound to become a strictly regulated public utility and it is in danger of being 
the direct object of attack by all those interests in the country which desire low 
freight rates. The Canadian Pacific was never intended to be such a railway but 
that is what it has become. Failure to recognize this simple fact can lead to 
much confusion of thought. 


27. The peculiar position of the Canadian Pacific is not generally accepted 
and there is general reluctance to recognize it except as transitory or provisional. 
It is easy to understand this reluctance. The railway itself cannot wish to be 
treated as a strictly controlled public utility, used as a standard in setting rates 
and compelled to bear the brunt of all attacks on freight rates. Incentive lies 
at the heart of private enterprise and to renounce the possibility of incentive 
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is unpleasant. Shippers, on the other hand, are reluctant to renounce the possi- 
bility of some outside standard by which the revenue requirements of the Cana- 
dian Pacific might be reduced. Parts of the country where the Canadian Pacific 
does not operate at all may resent rate levels designed, in form at least, to meet 
its requirements. There is every temptation to disregard or conceal the position 
of the Canadian Pacific Railway by ingenious circumlocution or by legends from 
the past. In the 21% Case the Board repeated what it has said in the Western 
Rates Case: ‘‘Our function is to set rates which are just and reasonable irrespective 
of what any company is worth or is not worth’”’. Rates are said to be just and 
reasonable ‘‘to the railways’’. Increases are needed to “redress an imbalance”’ 
between costs and revenues. It is even suggested that the Canadian National 
Railways may some day develop to a point at which its requirements may be 
taken into account in setting rates. Yet there is much to be gained by facing 
the unpalatable fact boldly and dealing with it frankly and definitely. 


28. The advantages of placing beyond dispute the net income which the 
Canadian Pacific Railway should have an opportunity of earning from its railway 
operations are substantial. 


(a) A most contentious topic would be removed from general revenue cases 
and these could then be handled with greater expedition as we have recommended 
elsewhere. 

(b) A standard would be established by which the future earning power of the 
Canadian National Railways could be estimated and on which a rationalized 
recapitalization of that railway system could be based. 


(c) The crucial problem of how to provide the railways with adequate revenues 
without imposing too great a burden on the economy, or any section of the eco- 
nomy, could be isolated and dealt with as what it plainly is: An issue between 
those who use the railways, those who depend upon them for their livelihood, 
and the taxpayers. 


(d) Once the prospective earning power of the Canadian Pacific Railway is 
established the problem of ensuring the availability of new capital can be attacked 
realistically. 

(e) In short the financial aspects of the railway transportation system of Canada 
would be clarified and made intelligible to the general public, with great advantage 
to all parties in promoting goodwill and mutual understanding. 


29. Desirable as it is to establish a permissive income for the Canadian 
Pacific Railway it is no easy task. There are obvious difficulties common to 
all railways: The choice between historic investment and present value as a 
basis for determining the capital investment; the proper computation of costs; 
and the determination of a rate of return which will be flexible enough to take 
into account both the occurrence of ‘“‘fat’’ and ‘“‘lean’”’ years and the need for 
incentives which will protect far-sighted investment that foregoes present gains 
in the hope of future profit. In addition there are serious difficulties peculiar to 
the Canadian Pacific Railway. It was not designed as a public utility yet that 
is what it has become in so far as its railway operations are concerned. It was 
certainly not designed as a standard for setting the general level of freight rates 
in Canada, and, even after freight rates in general were made subject to the 
jurisdiction of the Board, the accounts of the Canadian Pacific Railway were 
not kept on the assumption that it was to become the measure or yardstick for 
freight rates in Canada. Indeed, it was hardly contemplated, at that time, that 
the Board would have to concern itself with the general level of freight rates, 
for this problem had not yet arisen. 


30. Now that the Canadian Pacific Railway has, of necessity, to be used as 
a yardstick for the general level of freight rates some important and contentious 
issues must be settled. These issues include: 
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(a) The interpretation to be placed on the transactions between the Canadian 
Pacific Railway and the Government of Canada, in so far as they affect the 
extent of the investment on which a return should be earned; 


(b) The obligations, if any, incumbent on the railway as the result of the assist- 
ance received in the construction of the Crowsnest Pass Line; 


(c) The distinction between the railway investments and railway income of the 
Canadian Pacific Railway on the one hand and the non-railway investment and 
non-railway income on the other. 


The Canadian Pacific Railway contends that it is entitled to earn from its | 
railway operation alone a fair return on the capital invested in its railway pro- | 
perties. The critics do not concede this claim and they take a different view | 
from that of the railway of the extent of the investment. 


31. If crucial decisions have to be made on these issues it is, as matters 
stand today, the Board which must make them, subject to appeal to the Governor 
in Council and, on questions of law, to the Supreme Court. Yet it is doubtful 
if it was ever contemplated that the Board should deal with matters of this sort. 
In the course of nearly half a century it has shown little disposition’ to do so. 
If an issue of this magnitude has to be faced there is a strong case for giving the 
Board legislative guidance. It must be borne in mind that the deicsions will 
affect the fortunes of all privately-owned railways and the earnings of the Cana- 
dian National Railways as well. They are decisions of a permanent nature and 
it is difficult for them to receive due consideration in the course of a specific 
revenue case. 


32. It would be in accordance with sound principles for decisions of such 
major importance to be made by Parliament itself. It alone can speak with 
finality. It might enact legislation to confirm an agreement reached between 
the Government of Canada and the Canadian Pacific Railway; or it might ratify 
decisions which had been referred to arbitration; or it might act on the advice 
of the Board itself. The simplest type of action would be to define by law the 
railway investment of the Canadian Pacific Railway as of some definite date 
leaving it to the Board to see that subsequent investments and subsequent 
depreciation were duly recorded and to determine from time to time what rate 
of return should be allowed, whether in a particular year or “‘taking one year 
with another’. The result would be to fix, within flexible limits, the permissive 
income of the Canadian Pacific Railway. While economic conditions might 
lead to a low income being fixed in a specific year, or to the railway being unable 
to earn its permissive income, it would be made clear that no limitation should 
be imposed, either by legislation or by action of the Board, which made the 
attainment of the permissive income impossible. But such a limitation might be 
imposed as a matter of public policy provided that adequate compensation were 
paid so that the ability of the railway to earn its permissive income was not 
impaired. 

33. In fixing a rate of return to be applied to a rate base which had been 
independently and definitively determined, the Board would not have to raise 
anew the issues of which legislation had been designed to dispose. Indeed, it 
would not have to consider the individual characteristics of the Canadian 
Pacific Railway. It would fix the rate which it considered appropriate in the 
circumstances for a railway to earn on its investment. In so doing it would have 
to face the problem of ‘“‘fat’’ and ‘‘lean’’ years and the problem of incentives. 
But there would be no question of multiplying the rate base (determined by 
legislation) by the rate of return suggested by the railway in order to see whether 
the result would be to give the Canadian Pacific Railway an income adequate 
for its ‘requirements’ or an income which would enable it, in the market of the 
day, to sell its common stock at or above par. 
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34. The assurance of an opportunity to earn a definite income does not 
necessarily imply that the prospect of earning that income should be attractive 
to new equity capital. Yet a sound transportation policy in Canada requires 
that the privately-owned railway shall be able to raise the capital needed to 
maintain the quality of its services without recourse to measures which are 
financially unsound. Alternatives to increasing the permissive income would 
include: The issue of equity securites below par; the purchase of equity securities 
at par by the government of Canada which could borrow the necessary funds 
for less than it would expect to receive by way of dividends; and the purchase 
of income bonds by the Government. Once a permissive income had been deter- 
mined any one of these methods could be used if necessary without there being 
any suggestion that the railway was being subsidized. 


35. In fact, the determination of a permissive income for the Canadian 
Pacific Railway would have the advantage of placing in their true light any 
subsidies which Parliament might be prepared to grant at any time in order to 
relieve the burden on freight rates. Such subsidies would not increase the per- 
missive income of the Canadian Pacific Railway but they would provide a portion 
of it thus reducing the amount which would have to come from freight rates. 
They would, therefore, be in no sense subsidies to the railway even if they were 
paid in lump sums annually. They need not be related to any particular rates 
or to rates in any particular region. The Board in fixing “just and reasonable”’ 
rates would almost automatically relieve freight rates where relief was most 
needed. The position of other privately-owned railways would require special 
consideration in accordance with their circumstances. 


36. A subsidy of the sort described in the preceding paragraph can be com- 
pared to a negative income tax. A corporate income tax increases, while a 
subsidy reduces, the revenue which must be obtained from freight rates. The 
comparison is not made for the sake of a paradox but to lead to a very practical 
conclusion. A moderate subsidy could be accorded to freight rates in general 
and could be extended equitably to all privately-owned railways by simply 
foregoing the corporate income tax on railway income. This tax, as at present 
imposed, is treated as part of the railways’ expenses and therefore is passed on 
in freight rates to shippers or consumers. It is prima facie unreasonable to tax 
freight rates if these rates are considered too high, and it would be clearly unrea- 
sonable for the same authority first to tax them and then to subsidize them. 


37. At present the situation is curious. The corporate income tax is care- 
fully charged to freight rates, so that there is no diminution in the income avail- 
able for dividends. But when a deduction was allowed in respect of the personal 
income tax to recipients of dividends from Canadian corporations, the share- 
holders were compensated in so far as railway income was concerned for a loss 
which they had never suffered. This anomaly could easily be eliminated if the 
corporate income tax were not imposed on railway income. 


38. The suggestions made in the preceding paragraphs would simplify 
general revenue cases and conduce to their expeditious settlement. Once a 
rate base had been defined, the Board would have to determine the appropriate 
rate of return for a railway to be allowed to earn on its investment in the cir- 
cumstances of the day. In practice it would no doubt consider whether or not 
there were compelling reasons for changing the rate which it had approved in a 
previous case. It would then multiply the statutory rate-base of the Canadian 
Pacific Railway by this rate of return so as to calculate the income which that 
railway should be allowed to receive. It would then deduct any subsidies which 
Parliament might have provided and so determine what part of the railway’s 
income should come from its railway earnings. Finally, it would consider the 
proposals of the railways for the apportionment of the burden of providing these 
earnings among the various users of the railway. At this point the conflicts of 
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interest would appear clearly as what they really are: Conflicts between various 
classes of shippers. Dissatisfied shippers might ask Parliament for a larger subsidy, 
but their demand would be held in check by their ignorance as to which class 
of shipper would benefit by any increase; for a larger subsidy would merely 
diminish the burden to be apportioned among shippers and would leave the 
Board free to apportion this burden as it saw fit. 


_ 39. It remains to consider the position of the Canadian National Railways. 
This great railway system has much to gain from making Canadian railway 
policy clear and intelligible. It should be frankly recognized that: 


(a) The Canadian Pacific Railway is, in respect of its railway operations, a 
regulated public utility entitled to an opportunity of earning a fair return on its 
investment; 


(b) This requirement will determine the general level of freight rates in Canada; 
(c) The Canadian National Railways is a socialized enterprise which must 
operate certain properties and provide certain services irrespective of their 
commercial merits; 

(d) These properties and these services are of such a character that comparability 
with the Canadian Pacific Railway (or with any railway) is not possible. 


(e) It is not practicable to make the capital structure of the Canadian National 
Railways such that comparability with the Canadian Pacific Railway can be 
established so that each railway will serve as a test of the efficiency of the other. 


In short, while the Canadian Pacific Railway as a privately owned public 
utility is entitled to an opportunity to earn a fair return on its railway investment; 
the Canadian National Railways as a socialized enterprise should be expected 
to do the best it can at rates fair to the Canadian Pacific. The attempt to 
establish comparability, either to excite emulation or to make one railway a 
check on the other should be definitely abandoned. It is not practicable to 
arrange suitable handicaps for such a race. 

If this difference is recognized, the capital structure of the Canadian National 
Railways could be greatly simplified. It could be made equal in amount to the 
earning power of the railway capitalized at a low rate of interest. It could 
consist of bonds in the hands of the public and of equity securities in the hands 
of the government. The management might be allowed considerable freedom 
in building a surplus or reserve. 


40. To avoid any inconsistency with the particular conclusions with which 
I have associated myself in the main body of the Report I have recorded a few 
reservations: (a) I have not joined in the general condemnation of the railways 
at the end of Chapter I; (b) I have dissociated myself from the reasons given by 
my colleagues for not approving of the proposed amendment to the Railway Act 
directing the Board to see that freight rates give the Canadian Pacific Railway 
a fair rate of return on its railway investment. It has seemed to me necessary 
to supplement our specific conclusions with some description of the overall 
position to which these conclusions are related because I feel that, unless I make 
some such statement, | shall not be contributing. everything that I can to the 
discussion of Canada’s transportation policy. 


294 REPORT OF THE ROYAL COMMISSION ON TRANSPORTATION 


* MEMORANDUM ON TRANSPORTATION BY DR. H. A. INNIS 


The place of the St. Lawrence Great Lakes system in the history of trans- 
portation in Canada has long been recognized. Attempts to strengthen its com- 
petitive position with other approaches to the continent, such as the Hudson 
River, Hudson Bay and the Mississippi River, characterized the French regime, 
the British regime and the federal system of Canada. The Rideau Canal was 
built under the British regime as a means of ensuring an alternative route to 
the St. Lawrence in case of war with the United States. The Welland Canal 
was built to offset the pull of the Erie Canal on the upper lakes to New York. 
The Act of Union of 1840 provided a financial base for completion of the St. 
Lawrence Canals to a depth of nine feet above Montreal, with the same objective. 


The St. Lawrence system built up to compete with New York became 
obsolete following the construction of railways in the United States. In turn 
it became necessary to construct railways in Canada, and the Grand Trunk was 
designed to offset the limitations of the canal system in the competition for 
traffic. Its difficulties as a line complementary to the waterways, sharing their 
traffic, and influenced by their tolls, and extending its eastern terminus to 
Portland on the Atlantic seaboard as an open port, compelled it to extend its 
western lines to a terminus at Chicago for traffic from the middle west. 


To offset the handicaps of a railway and water system on the St. Lawrence, 
Confederation was designed to an important extent to improve the waterways 
and to extend control eastward by construction of the Intercolonial to Maritime 
ports and westward to the Pacific coast. The Intercolonial was completed as a 
government undertaking from Halifax to Riviere du Loup in 1876 and was 
ultimately extended to Montreal. To carry out the terms of Confederation with 
British Columbia in 1871 which required that a railway be completed to the 
Pacific coast, sections of railway were built by the government and handed over 
with subsidies in land and money to the Canadian Pacific Railway. A transcon- 
tinental railway from Montreal to Vancouver was completed in 1885 and 
extended eastward across Maine to the open port of Saint John, New Brunswick, 
in 1890. On the St. Lawrence the upper St. Lawrence canals were deepened to 
fourteen feet by 1901 and the ship channel below Montreal of thirty feet by 1906. 
By the deepening of canals and the construction of railways Montreal after 1900 
became an export centre for wheat from Western Canada and the Western States. 


Expenditures in construction of railways and canals on a vast scale involved 
extensive financial support by the government and a marked increase in public 
debt. Interest on the debt was kept down by guarantees on loans by the 
Imperial Government and by other devices. Canal tolls were held down by 
competition with American canals and with railways, were abolished in 1903 
and were of little consequence in meeting interest on the debt and operating 
expenses. Revenue could not be obtained by a tax on exports of staple products 
and toa very large extent came from customs tariffs. In the words of A. T. Galt, 
Minister of Finance in 1862, with reference to the increase in tariffs, particularly 
in 1858, ‘The government has increased the duties for the purpose of enabling 
them to meet the interest on the public works necessary to reduce all the various 
charges upon the imports and exports of the country. Lighthouses have been 
built, the St. Lawrence has been deepened, and the canals constructed: to reduce 
the cost of inland navigation to a minimum. Railways have been assisted to 
give speed, safety and permanency to trade interrupted by the severity of 
winter. All these improvements have been undertaken with the twofold object 


*This memorandum 1s intended as an elaboration of the basic argument behind 
the conclusions of the Report. 


MEMORANDUM ON TRANSPORTATION BY DR. H. A. INNIS 295 


of diminishing the cost to the consumer of what he imports, and of increasing 
the net result of the labour of the country when finally realized in Great Britain.’’* 
Confederation involved a compromise between the low tariffs of the Mari- 
times and the high tariffs of the Canada’s, but following completion of the 
Intercolonial Railway in 1876 the National policy was introduced in 1879 to 
give protection to Canadian industry, to guarantee traffic for Canadian railways 
and canals, and to secure revenue to meet deficits and interest on debt. The 
Canadian Pacific was built across Western Canada close to the American 
boundary and later through the Crowsnest Pass across southern British Columbia, 
to check actual and potential competition from American lines and to exploit 
a market protected against American competition by the tariff. The railway was 
guaranteed control over the long haul of manufactured products from the indus- 
tries of the St. Lawrence Great Lakes region to Western Canada and British 
Columbia, and of wheat, lumber and other products from Western Canada and 
British Columbia to the East. 


The rate structure of the railways reflected the financial problems of trans- 
portation. Low rates on exports via canals, particularly after the abolition of 
tolls, were paralleled through competition by low rates on exports via railways. 
The customs tariff with particular significance to canals was paralleled by high 
freight charges on imports of manufactured products. Emphasis on the value 
of service principle in the freight rate structure was accentuated by the effect 
of water competition. The general characteristics of financial policy and of the 
freight rate structure were extended from the St. Lawrence region to Western 
Canada. High rates on exports of grain by the Canadian Pacific Railway were 
met by protests from grain growers, by the introduction of the Crowsnest Pass 
agreement in 1897 and by the agreement in 1901 between the Province of 
Manitoba and the Canadian Northern Railway. Low rates on exports of grain 
were paralleled by high rates on manufactured products imported into Western 
Canada, to some extent offset by the statutory regulations regarding these 
products under the Crowsnest Pass agreement. Problems incidental to the high 
rates on internal trade and on imports of manufactured products to the prairie 
region led to the establishment of the Board of Railway Commissioners and to 
a series of decisions narrowing the discrepancy between rates in Western Canada 
and in Eastern Canada, and to demands for equalization of rates. They led 
further to the construction of competing railways, the Canadian Northern 
largely through the support of the provincial governments, and the Grand Trunk 
Pacific and the National Transcontinental of the Federal Government. 


A transcontinental railway system such as the Canadian Pacific Railway 
with a rate structure which emphasized the value of service principle, compelled 
its competitors to develop similar transcontinental railway systems. Territory 
to the north of the Canadian Pacific line, built near the Canadian boundary to 
check American competition, was available for occupation by rival systems. 
In order to secure a share of the more remunerative traffic in westbound manu- 
factured products it was necessary for the Canadian Northern Railway to extend 
its main line eastward from the prairies to the St. Lawrence region and westward 
through the Yellowhead Pass to Vancouver. In Eastern Canada, on the other 
hand, the Grand Trunk attempted to obtain control over the more remunerative 
westbound traffic in manufactured products to Western Canada and to build 
up an eastbound traffic in grain by extension westward. Mr. C. M. Hays stated 
at a meeting of Grand Trunk shareholders on March 8, 1904, “The Grand 
Trunk Railway is in this rather ridiculous position from a business standpoint 
of gathering up traffic from the largest and most prosperous portion of Canada, 
taking it to North Bay, our connection with the Canadian Pacific, and from 
there giving it to the Canadian Pacific to haul across the country into this 


i *Sessional Papers of the Legislative Assembly of the Province of Canada 1862, Sessional Paper No. 23. 
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prosperous and rapidly developing district we are speaking of. And what do we 
get back? Nothing at all.’”’ The National Transcontinental from Moncton to 
Quebec and Winnipeg was built by the Federal Government to be leased to the 
Grand Trunk and to connect with its subsidiary the Grand Trunk Pacific from 
Winnipeg through the Yellowhead Pass to Prince Rupert. The two new trans- 
continental systems were encouraged by the metropolitan ambitions of Toronto 
in the ease of the Canadian Northern Railway and of Quebec and the Maritime 
ports in the case of the Grand Trunk to offset the position of Montreal in relation 
to the Canadian Pacific Railway Company. 


As a result of difficulties of securing capital especially following the outbreak 
of war in 1914 the Drayton Acworth Commission in a majority report recom- 
mended that the Federal Government assume control of the two new trans- 
continental systems. Later legislation creating the Canadian National Railways 
provided for inclusion of the Intercolonial, the Grand Trunk, the Grand Trunk. 
Pacific, the National Transcontinental and the Canadian Northern in a single 
system. It was the task of Sir Henry Thornton to integrate the various units 
with the result that long haul traffic between Eastern Canada and the West 
formerly dominated by the Canadian Pacific was shared with the Canadian 
National. In the gigantic struggle of the twenties the Canadian Pacific made 
vigorous efforts to maintain and to strengthen its position in the face of rapid 
expansion of the Canadian National. As a result of the depression of the 1930's 
the Duff Commission recommended that steps should be taken to prevent waste 
and duplication. The Canadian National-Canadian Pacific Act which followed 
was in itself testimony to the emergence of a position of relative equilibrium 
between the two systems. 


AR 


A transcontinental railway network developed in relation to a rate structure 
which emphasized the value of service principle with high rates on manufactured 
products and low rates on raw materials invited competition from other carriers, 
in particular from the motor vehicle supported by the provinces especially in 
the construction of roads. In the industrial areas of the St. Lawrence the long 
run effects of water competition on the rate structure in emphasizing the value 
of service principle, left the railways and in particular the Canadian National 
exposed to truck competition. Trucks were adapted to the handling of goods in 
the upper classifications of the freight rate structure. Highly remunerative 
trafic in goods of small bulk and high value hauled relatively short distances 
was lost by the railways to trucks able to exploit the demands for speed, for 
elimination of excessive handling, and for small inventories. Moreover, trucks 
were linked to lake and river steamships in the handling of more bulky com- 
modities. As a result of its effectiveness in competition with railways the trucking 
industry expanded with great ‘rapidity. In 1947 the provinces of Ontario and 
Quebec had 56.8% of the total surfaced roads in Canada or 82,800 miles, 50.2% 
of the total motor trucks registered in Canada or 213,666 and 85.5% of the 
motor buses or 5,843. Of total trucks of 814 tons and over reporting in Canada 
in 1947 of 2,896, Ontario had 2,126, and of a total 4% to 8 tons of 3,997, Ontario 
had 2,146. The effect on the railways was described by an official of the Canadian 
National Railways who appeared as a witness for the Railway Association of 
Canada. He presented estimates of net losses in revenue from the railways to 
the trucks of 70 to 80 million dollars and other losses of net revenue due to the 
establishment of competitive rates to keep traffic on the railways of 50 millions 
or a total of 120 to 130 million dollars yearly. 


The eloquent silence of Ontario and Quebec in rate cases and in the hearings 
of this Commission points to the effectiveness of truck and water competition 
in keeping down rates in the St. Lawrence region. More extensive and better 
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highways bring an increase in the density of traffic, greater diversification of 
industry, lower interest rates on capital, and even greater extension and impro- 
vement of highways. Ability to escape from the full impact of increases in railway 
rates accentuates the burden of these increases on other regions and compels 
these regions to concentrate on highway construction as a means of escaping 
from the burden of higher short haul rates and long haul rates. The costs of 
road transportation of products for export are lowered and contribute to the 
long haul traffic of the railways. Trucks, for example, bring grain by road at 
lower costs and for longer distances to elevators for shipment by rail than horse 
drawn vehicles. Inability to escape the increased burden of higher rates on 
long haul rail traffic limits the financial strength and restricts the diversification 
of industry in these regions. The effectiveness of truck competition in the St. 
Lawrence region by weakening the financial resources of other regions, limits 
their possibility of escape from the burden of higher railway rates by means of 
road construction and motor vehicles. 


In both the eastern and the western regions the provinces by regulation 
and lack of regulation have attempted to increase truck competition with the 
railways. In New Brunswick regulation is admittedly ineffective. In Saskat- 
chewan and Manitoba regulatory boards keep truck rates below railway rates. 
Following the increase of 21% in rail rates the Manitoba board allowed trucks 
to increase rates by only 15%. In an attempt to offset the effects of truck com- 
petition, the Canadian Pacific Railway acquired control of Dench truck lines in 
Western Canada, including British Columbia. The province of Alberta has 
intimated that it will not give licences for trucks controlled by the railway. 
Though operating under regulations of provincial boards the railway has been 
able to take advantage of the lack of regulation over interprovincial truck traffic, 
and interprovincial truck rates between Manitoba and Saskatchewan have been 
brought up nearer the level of railway rates. Higher interprovincial rates are 
justified in part by necessity for example in purchasing double licence plates 
but they present obstacles to trade between provinces and favour intraprovincial 
trade. It is of concern to the Federal Government to institute machinery which 
will collect full information on the extent of interprovincial trucking. 


ad peaks 


The effects of the undermining of the rate structure by truck competition 
particularly in the St. Lawrence region were evident in the development of close 
co-operation between the railways. A witness for the Canadian Pacific Railway 
described the railway situation in Canada as a duopoly. As contrasted with a 
monopoly a duopoly may exist ‘‘as long as there is a single variable of policy 
concerning which the two duopolists do not have an explicit agreement.”’ 
‘“‘Approximately the maximum gain to each duopolist is attained when the two 
do collaborate and set a near monopoly price.’’* In other words “‘if sellers have 
regard to their total influence upon price, the price will be the monopoly one,”’ 
(Chamberlain). Characteristic of a duopoly, the two railways are each intent 
on avoiding the appearance and charge of monopoly, on emphasizing the 
appearance of competition, and in exaggerating their dissimilarities. The contrast 
between private enterprise and government ownership has been stressed partly 
as a device to emphasize the appearance of competition but it cannot obscure 
the essentially monopolistic character of a duopoly. 


Even before the release of controls by the Wartime Prices and Trade Board 
the railways applied for a_horizontal increase in rates of 30%. In contrast 
with the lack of interest of the provincial governments of Ontario and Quebec 


| 
*G. J. Stigler, Notes on the theory of duopoly, ‘‘Journal of Political Economy”, August 1940, P. 521. 
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in this rate case, incidental to the effects of truck and water competition in the 
St. Lawrence region, the other provinces, unable to escape from an accentuated 
burden of increased rates, in spite of diverse efforts, displayed an intense interest 
reflected in prolonged opposition over a long period and in the eventual decision 
of the Board of Transport Commissioners to stant an increase of 21% in 1948. 
A second demand for an increase of 20% of 121% or 45% above the 1946 level 
was again opposed but met by a series of increases of 8% in 1949 and 8% and 
4%, in 1950. 


The nature of the impact of horizontal increases on other regions than the 
St. Lawrence varies with the geographic character of the region, of its resources 
and of its markets. The market, through the costs of transportation. to it, will 
determine the resources which will be developed and the methods by which 
they will be produced. The rate structure will be. adapted to the. production 
and export of commodities for the market and will emphasize, specialization of 
production in low rates on primary products and higher rates on imports.of 
manufactured products of a largely protected industry. Statutory rates such 
as the Crowsnest Pass rates, and the customs tariff, reflect and accentuate the 
emphasis of the rate structure on specialization by maintaining low level rates 
on primary products or grain and increasing the burden on imports of manu- 
factured products. The prairie economy by an increase of 45% in rates on com- 
modities other than grain, coal and coke is compelled to specialize more inten- 
sively on the production of grain. The enormous capital equipment built up in 
relation to grain production is used to greater capacity and the burden of the 
rate increase probably carried more easily than would have been the case with 
other types of adjustment. While the burden was probably carried more easily 
because of intense specialization, for the same reason it could not be shifted. 
Indeed in the long run increased specialization involves handicaps peculiar to it. 
Evidence was presented to suggest that low rates on livestock from Western 
Canada had been favoured by the railways because of their contribution to the 
long haul traffic to the detriment of the packinghouse industry in Western 
Canada. The effects of intense specialization incidental to the importance of 
the long haul and the horizontal increase in rates become evident in types of 
vulnerability such as.characterize dependence of the prairie provinces on grain 
in fluctuations in yield or in the.decline of population in Saskatchewan in part 
a result of increasing industrialization of grain production. A substantial hori- 
zontal increase involved a direct burden on the economy and accentuated a type 
of economy more exposed to direct and indirect burdens. 


In regions other than those under the Crowsnest Pass rates, the effects of 
a horizontal increase in rates on various classifications are shown more clearly. 
Irrespective of the varying effects of rising prices or inflation on. different com- 
modities, a rate structure emphasizing the value of service principle will include 
rates on commodities in higher classifications which increase more rapidly in 
absolute amounts than those in lower classifications. An elastic element is 
introduced by which the rate structure is stretched upwards from the bottom. 
Assuming inflation in which prices of finished products rise more rapidly than 
those of primary products.the.effect is accentuated. Indeed commodities paying 
the lowest rates may be unable to stand the increase and special provisions may 
be introduced stretching the increased rates on such commodities downward as in 
the case of flat rates on coal. The burden of horizontal increases becomes most 
acute on commodities in the highest classification hauled the longest distances. 
Specialization, for example in the production of lumber and other products in 
British Columbia, will be intensified, as in the case of grain in the prairie provinces, 
as a result of a horizontal increase but since no statutory rates are involved.costs 
of transportation may narrow the market. The importance of lumber and its 
susceptibility to price changes incidental to its importance in the building 
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industry and its position in the business cycle makes for an unstable economy 
and probably contributes to the difficulties inherent in the rapid depletion of 
forests. The costs of imports of manufactured products by the long haul will 
increase most and it is perhaps significant that the submission of the province 
of British Columbia emphasized the disadvantages of the value of service prin- 
ciple of rate making and the importance of the cost of service principle. It is 
probably more than a coincidence that the horizontal increase of 21% was 
followed by the removal of the mountain differential. It is not less a coincidence 
that following its removal Alberta has complained most of the effects of violation 
of the long and short haul principle. 


In the Maritime region specialization has developed in primary products 
chiefly in relation to.export markets, and in manufactured_products in relation 
to the Canadian market. The position of highly specialized Maritime industries* 
was strengthened by the Maritime Freight Rates Act which reduced rates 
within select territory as well as rates from select territory westbound 20% 
below the level in 1927. They were still further encouraged by the demands of 
the war and the freezing of railway rates under the Wartime Prices and Trade 
Board. A horizontal increase in freight rates has brought difficulties to Maritime 
industries dependent. on the long haul to Canadian markets and in some cases 
on the long haul of raw materials from other parts of Canada. The bulky cheap 
primary products of the farm, the forest and the sea for export have been 
exposed to the fluctuations of world prices and to the effects of relatively rigid 
costs determined in a protected market. As a result of the difficulties of the 
world market and the shift to the domestic market, chiefly the St. Lawrence 
region, problems of adjustment to the demands of that market and of freight 
rates on a long haul become acute. Effective competition in the St. Lawrence 
region involves. concentration on highly specialized products less effectively 
produced in that region and not exposed to competition from the products of 
British Columbia and Western Canada. Specialized production in British 
Columbia as developed under the demands of the long haul to the St. Lawrence 
region, for example, will restrict the market for similar products from the Mari- 
times. Limitations of the Central Canadian market for Maritime primary 
products have been evident in the use of various expedients such as the payment 
of subsidies on fish, assistance in shifting to the production of new varieties of 
apples, and floor prices for potatoes. Horizontal_increases_ on freight rates. on 
Maritime primary products enhance the difficulties.of competition in.the.Central 
Canadian. market, particularly as these products are characterized by fluctuations 
in prices and are sold on_the basis of delivered prices rather than free on board. 
Commodities in lower classifications of the freight rate structure such as low 
end hardwood and low grade coal are faced with acute difficulties and bulky 
commodities such as turnips and potatoes are exposed to additional hazards not 
excluding a decline in rates incidental to truck competition on the products of 
the central region. As in the West a horizontal increase on specialized products 
whether manufactured or primary was perhaps borne more easily but it involved 
further emphasis On specialization and assumption of a burden which could not 
be shifted. Nor is it probable that a horizontal increase can be carried as easily 
in the West in spite of the advantages of water competition. Problems of 
production are much more complex than in Western Canada, involve to a 
greater extent competition with the products of Central Canada, and include 
low-priced products seriously affected by a horizontal increase. 


*Industries dependent on long hauls in the Canadian market have resorted to administered prices on their 
products in which freight charges were absorbed in a fixed price. Special types of products of high value and small 
bulk on which freight charges were a small percentage of sale prices were particularly suited to this device. Industries 
located in the St. Lawrence region have advantages in the development of administered prices denied to those in other 
regions as is suggested in the importance of mail order stores. Administered prices of such goods as are sold through 
catalogues have developed to offset the inequities of the rate structure and the difficulties incidental to long hauls 
to a nationwide market. Goods ill adapted to the use of administered prices are more directly exposed to the problem 
of rates. ‘ 
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Diversification and consequent stability in regions other than Central 
Canada are difficult to achieve in the face of persistent pressure from the railway 
rate structure. The interest of the railways in the long haul is supported by the 
interest of powerful industrial organizations which have developed under a 
protective system in the St. Lawrence region at the expense of weaker industries 
in other regions. Competitive rates in Central Canada and the customs tariff 
strengthen the railways in their monopoly of the long haul. A case was cited in 
evidence in which railway rates on cement from Paris, Ontario, to Vancouver 
were adjusted to the customs tariff to keep out English cement. 


+b hee 


The impact of horizontal increases on the long haul has been reflected in 
increased emphasis on_ specialized..production..in.regions..other_than the St. 
Lawrence. In turn emphasis on further specialization strengthens the monopoly 
position of the railways in relation to the long haul and in relation to their 
displacement from short haul trafhc by truck competition. The interest of the 
railways, particularly of the Canadian Pacific, in long haul traffic is in part a 
result of greater utilization.of capacity of road bed, equipment and rolling stock. 
Concentration on their monopoly of the long haul enables the railways to reduce 
expenses and to increase revenues. The remunerative character of long haul 
traffic was evident in the statement of a witness of the Canadian Pacific Railway 
that transcontinental rates below the average minimum earnings of 35.3 cents 
per car mile in 1948 were justified in terms of revenue. Transcontinental railways 
have been particularly concerned with long haul traffic giving the largest revenue 
in relation to expenses. The importance of the long haul of primary products 
moving in one direction is reinforced by the even greater importance of the 
long haul of finished products moving at higher rates in the opposite direction 
and by greater utilization of plant. Truck and water competition in Central 
Canada and in other regions compels the railways to rely on the long haul to 
an increasing extent and emphasizes the importance of the customs tariff in 
restricting competition from American lines. 


The duopolistic character of the railways involves concern with revenue 
rather than traffic. Railways protected by tariffs and monopoly areas like other 
protected industries are more concerned with revenue than volume. Loss of 
protection in certain areas through the development of truck competition has 
increased the need for further reliance on protected areas and on a monopoly 
of the long haul. A witness for the Canadian National Railways held that it 
had become extremely difficult to build developmental lines because of the loss 
of revenue incidental to truck competition. Since this system in its location 
is more concerned with the opening of new territory than the Canadian Pacific 
the implications for economic expansion become obvious. Transcontinental rail- 
ways have enormous administrative problems and are necessarily concerned with 
the transcontinental point of view. Emphasis on the long haul and concern 
with rates and revenue rather than traffic involves a neglect of regions and 
compels both federal and provincial governments to take an active interest in 
the problems of production and traffic. Special legislation and statutory rates 
have been concerned with regional difficulties as have such devices as price floors, 
feed grain assistance and special subsidies, for example, on coal. 


45 gee 


As part of a duopoly, with enormous economic and political power supported 
by protected industry, and as particularly affected by truck and water com- 
petition in the St. Lawrence region, the Canadian National Railways is directly 
concerned in strengthening its control over the long haul and in the bias toward 
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finance rather than traffic shown in its concern with recapitalization. Because 
of its position as a predominantly eastern line and of the importance of com- 
petitive rates it refused to add the final 4% granted by the Board of Transport 
Commissioners to competitive rates even though this prevented the Canadian 
Pacific from accepting it as well. Its aggressive attitude in favouring extension 
of agreed charges again reflected the importance of truck and water competition. 


As the owner of the Canadian National Railways, Parliament is apt to be 
influenced by the attitude of its property notably in its concern with finance. 
It becomes necessary for Parliament to appraise the limitations of Canadian 
National policy in the interests of the economy as a whole and to recognize a 
sharp distinction between the financial balance sheet of the Canadian National 
Railways and the welfare of the economy. Failure to recognize this distinction 
is a blow to Confederation since it permits an instrument of Parliament to 
strengthen favoured regions at the expense of weaker regions. A reluctance of 
Parliament to consider other factors than a balance sheet is enhanced by the 
interest of the central provinces in supporting extension of roads and the use of 
motor vehicles and in attracting highly remunerative railway traffic in a densely 
populated region. It is easier to accept a practice in which the costs of relative 
obsolescence of the railways is shifted through a favourable balance sheet to 
long haul traffic to other regions unable to evade it than to accept an unfavour- 
able balance sheet and to meet a deficit. Parliament may easily develop a vested 
interest in a device by which an industry based on iron and coal becomes to some 
extent obsolescent in competition with roads and oil.~ 


Confederation involved the building of railways notably the Intercolonial 
and the Canadian Pacific Railway and the deepening of canals. As canals became 
relatively obsolescent in the face of railway competition, the burden of debt was 
carried by Parliament. As railways became relatively obsolescent in the face 
of competition from motor vehicles sponsored by stronger regions the burden 
of debt has been conspicuously carried by weaker regions as well as by Parlia- 
ment. 


Solution to the transportation problem includes consideration of the adjust- 
ment of the burden of obsolescence by transcontinental railways which will 
preclude undue imposition on long hauls and on regions other than the St. 
Lawrence and in a sense a defeat of the purposes of Confederation. The problem 
of duopoly in relation to regions was sharply illustrated in evidence submitted 
by Prince Edward Island. In a duopoly the territory served by each railway 
without fear of competition from the other railway becomes a monopoly. 
Traffic within this territory is favoured by a single line rate and traffic with 
another railway discouraged by a refusal to grant similar rates. Even in the 
case of the Quebec Central Railway under a lease to the Canadian Pacific 
Railway through rates on interline traffic are limited. As a result an artificial 
division is set up within the economy as a whole between regions served by each 
railway. A bulge in the costs of transportation emerges at points at which 
traffic is interchanged between different railways which becomes more serious 
with horizontal increases. Situated at the eastern extremity of Canada and 
under a monopoly of the Canadian National Railways, Prince Edward Island 
complained of its position in the federation. In arguments submitted in favour 
of amalgamation it was implied that each railway exploited the territory over 
which it had control and that costs of competition in competitive territory were 
met in part in non-competitive territory. 


From the evidence submitted by Prince Edward Island it was apparent 
that the monopoly position of the Canadian National Railways had been used 
to restrict motor vehicle operations. The province is particularly exposed to 
the dangers of a monopoly of a relatively obsolescent type of transportation in 
restricting an extremely important source of revenue in the motor car and the 
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tourist trade. Complaints were made of the monopoly of the railway over the 
ferry between Borden and Cape Tormentine on the mainland in restrictions on 
trucks and that shippers in Prince Edward Island were at a disadvantage with 
shippers in New Brunswick. The province argued that the Canadian National 
had become an instrument through which the intent of the terms of Confedera- 
tion was being flouted. The problems of competition with the motor truck in 
the St. Lawrence region seem to have been met in part by the monopoly control 
of railways in other regions. 

The arguments of Prince Edward Island in favour of an amalgamation of 
the railways as a means of reducing the costs of railway operations and in turn 
the burden of increased rates on the long haul as a result of truck and water 
competition in the St. Lawrence region have less force since the dangers of 
excessive railway competition feared by the Duff Commission have receded as 
duopoly has emerged under the pressure of competition from new types of 
transportation. Conditions under a duopoly will not differ fundamentally from 
conditions under amalgamation. Under a monopoly following amalgamation, 
the problem of truck and water competition particularly in the St. Lawrence 
region and of attempts to shift the burden through the long haul to other regions 
would persist though it might not be obscured as under the present system of 
duopoly. Indeed evidence was submitted which suggested that the Canadian 
National-Canadian Pacific Act might with advantage be repealed since it obscures 
the essentially duopolistic character of the railways in a presumption of com- 
petition which has long since ceased to exist. Co-operative activity under the 
Act was very largely limited to the period immediately following its enactment. 
More recently it has shown signs of becoming a device to prevent a more active 
line abandonment policy on the part of both roads. 


ee fe 


The complexity of problems of adjustment is enhanced and the effects of 
competition in the St. Lawrence region obscured by the importance of inter- 
national rates in relation to wages and prices. Joint international rates between 
Canada and the United States apply chiefly between points in Eastern Canada 
and points in the Eastern United States where the amount of international 
traffic is large. It is estimated that in the year 1949 23% of the total traffic of 
Canadian Railways, including $70 million for the Canadian Pacific Railway; of 
which about 2/3 is concentrated in Eastern Canada, and 1/3 in Western Canada, 
and $75 million for the Canadian National Railways of which about 10% is in 
the Maritimes, 70% in Central Canada and 20% in the West, is obtained from 
international traffic. Since rate increases have recently taken place more 
frequently and in greater amounts in the United States than in Canada, and 
since the Board permits the same increases in Canada on international rates at 
the same time that they are applied in the United States, the revenues of Cana- 
dian railways obtained from international and related traffic are substantial. 


Expenses in connection with the traffic are increased by the movement of 
empty cars both north and south. Southbound traffic is restricted in the main 
to low grade products, because of American customs regulations which favour 
American industries, and include lumber, woodpulp, newsprint, aluminum, cattle, 
potatoes, and turnips. It involves a southward movement of high grade box 
cars. Northbound traffic includes coal and coke, iron and steel, machinery, 
fruit and vegetables, California and Southern lumber, cotton, linseed meal and 
canned goods and involves the use of special cars, particularly hoppers. To offset 
these expenses the wages of labour on Canadian railways are lower than on 
American railways. Moreover, international rates appear to be relatively free 
from truck competition, as trucks are prohibited from carrying goods in bond 
to interior Canadian points where customs duties are paid. 
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Legally, international rates in Canada are under the control of the Board 
of Transport Commissioners but actually they are determined by the Interstate 
Commerce Commission. An important part of the revenues of Canadian railways 
is therefore beyond the jurisdiction of the Board of Transport Commissioners. 
An increase in revenue as a result of the more rapid advances in rates permitted 
by the Interstate Commerce Commission might be expected to strengthen the 
position of the Canadian railways, and to lessen their pressure on the Canadian 
rate structure and their demands on the Board of Transport Commissioners. 
In a sense the Interstate Commerce Commission has been a useful auxiliary to 
the Board of Transport Commissioners. On the other hand, it weakens the 
Board by making it less sensitive to public demands and less active in taking 
the initiative in rate adjustments. The activity of the Interstate Commerce 
Commission favours the inactivity of the Board of Transport Commissioners. 


While rate increases resulting from action of the Interstate Commerce Com- 
mission may reduce the pressure of Canadian railways on the Board for an 
increase in rates in the short run, they may increase the pressure in the long run. 
They will become concerned with an increasing disparity between Canadian 
domestic rates controlled by the Board of Transport Commissioners and inter- 
national rates determined by the Interstate Commerce Commission and will 
become active in demanding increases in Canadian domestic rates to bring them 
to the level of international and American rates. Increased rates in the United 
States are followed by increased wages and by the demands for increased wages 
by Canadian unions. In the words of a spokesman of the unions ‘‘there cannot 
be full satisfaction of the employee’s views and demands until Canada-United 
States parity is restored’’. Attempts of labour to increase wages to the American 
level are followed by attempts to increase railway rates in Canada to the 
American level. An increase in international rates in Eastern Canada as a 
result of advances in rates in the United States implies a direct pressure of 
American price levels on Canadian prices and wages and increased costs of 
operation particularly in Central Canada. 
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Increased costs especially wages following the influence of the United States 
compel the railways to attempt substantial rate increases which involve serious 
disturbances in areas that are particularly dependent on the European markets 
such as have been evident in the sustained character of opposition from regions 
other than the St. Lawrence. In 1949 the payroll of the Canadian Pacific was 
56.6% of operating expenses and of the Canadian National Railways, 59.5% of 
operating expenses. The higher wages bill of the Canadian National is in part 
a result of the relatively higher proportion of less than carload freight and of 
the higher labour costs of operating in a densely settled area. But it also suggests 
that a government owned railway will tend, because of political implications, to 
pursue a cautious policy with respect to employment and that it has less 
freedom to adjust labour costs rapidly than the Canadian Pacific. In a period 
of depression the Canadian National will perhaps be more exposed to the press- 
ure of public opinion to maintain employment particularly in maintenance 
work, but the Canadian Pacific will be compelled to follow a similar policy. 


Since labour insists on its rights to appeal to the final authority of the 
Governor in Council or of Parliament it may be expected to recognize the posi- 
tion of the Canadian National Railways as a government owned railway. 
“T abour in Canada has never given up the right to use its economic strength 
if necessary and has never been asked to do so.” The threat of a strike and a 
forthcoming election were accompanied by an appeal to the government and an 
increase of 17 cents an hour in 1948, and the strike was followed by the calling 
of Parliament and the enactment of legislation in 1950. Increases in wages 
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sanctioned by the government as the owner of the Canadian National and 
involving a decline in revenue have immediate implications for the Canadian 
Pacific. It is continually threatened by the influence of labour and the possibility 
of successful appeals to the government as the owner of the Canadian National 
Railways. Reduction of the revenues of both railways weakens the possibility 
of securing capital for the introduction of labour saving devices or for develop- 
mental projects but the effect is more serious for the Canadian Pacific than for 
the Canadian National. Labour gains directly by an increase in wages and 
indirectly by the difficulties of the railways in securing capital, in introducing 
technological improvements, and in eliminating obsolescent plant notably in 
abandoning branch lines. 


The difficulties of the Canadian Pacific Railway in securing capital compels 
its officials to take active initiative in securing an increase in rates following 
increases in wages. The Board of Transport Commissioners has recognized the 
importance of the requirements of the Canadian Pacific Railway as a basis of 
rates but these requirements from the standpoint of wages have been deter- 
mined to an important extent by the position of the Canadian National Rail- 
ways as a government owned road. Moreover, the rates allowed by the Board 
in relation to the requirements of the Canadian Pacific have not been fully 
conceded by the Canadian National since the extent of its lines in the St. Lawrence 
region precludes it from agreeing to the addition of the full amount on com- 
petitive traffic. Since the Canadian Pacific is compelled to recognize the refusal 
of the Canadian National to concede increases on competitive rates it is weakened 
in its claim for horizontal increases on long haul traffic since rates on this traffic 
would be thrown increasingly out of line with rates in the St. Lawrence region. 
Moreover, the Canadian National has shown signs of reluctance in supporting 
the full demands of the Canadian Pacific and of anxiety to escape from the 
odium attached to demands for rate increases. It did not join in the attacks of 
the Canadian Pacific Railway on the Crowsnest Pass rates and in the appeal to 
the Supreme Court against the 8% judgment in 1949. 
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Increased wages were followed by demands for increased rates. Limitations 
on increased rates on competitive traffic tend to increase the burden on rates 
on non-competitive traffic. The position of the Canadian National as a govern- 
ment owned railway in relation to public opinion and the demands of labour, 
and its importance in the St. Lawrence region tend to make it an instrument 
designed to increase the burden of the long haul or to turn it from an instrument 
designed to promote tendencies toward equality between regions, to an instrument 
designed to reverse such tendencies. It has been part of the task of the Com- 
mission to suggest methods and devices by which the effects of the change may 
be offset. 


We have discussed in the chapters on the Maritime Freight Rates Act, 
economic, geographic and other disadvantages, horizontal increases and else- 
where the importance of a system of maxima and of other devices in meeting 
the demands for a flexible rate structure. Much evidence was presented to 
show the effects of truck and water competition in the St. Lawrence region, of 
the protective system, of wage increases, of passenger losses and of statutory 
rates on the rate structure. The extent of the burden imposed on the long haul 
to Western Canada and to the Maritimes was suggested from many directions 


The Railway Association of Canada presented calculations to support a 
possible conclusion that direct and indirect net losses of freight revenue due to 
truck competition might be estimated at $120 or $130 million for both railways. 
Since a substantial proportion of this loss must be allocated to the St. Lawrence 
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region, it might be assumed that it is made up to an important extent on the 
long haul on other regions. 


The Province of Manitoba pointed to the losses on passenger traffic, their 
imposition on freight traffic, particularly on-the long haul, and the possibility 
of a subsidy to that extent from the government. According to various methods 
of calculation, estimates of these losses would range from $8 million to $28,866,961 
oe the Canadian Pacific Railway or possibly twice these amounts for both 
railways. 


While no recognition was given to the estimates of the Canadian Pacific 
Railway of the extent to which the Crowsnest Pass rates were not compensatory 
on its lines, it is of interest to note that these estimates ranged from $13,769,000 
to $16,947,000 or possibly double these amounts on both railways for the year 
1948. It may be assumed that such amounts would be paid from revenue 
obtained from other rates particularly on goods moving under the higher freight 
classifications. The Canadian Pacific held that if Crowsnest Pass rates had 
borne their proportion of the general freight rate increases, the increase in the 
21% case should have been 18%. In the total of 45% rate increases following 
recent decisions, an increase in the Crowsnest Pass rates would have meant an 
increase of about 3815%. 


Minimum losses on both railways attributable to the Crowsnest Pass rates 
$27,500,000, passenger traffic $16,000,000 and competitition from trucks 
$120,000,000 possibly involves a total of $163,500,000. This amount cannot be 
allocated specifically to long haul traffic but the statutory character of Crows- 
nest Pass rates, competition from water and truck in the St. Lawrence, and to 
some extent in the Maritime regions, and the inability to regulate competition 
of such transportation under provincial jurisdiction, and competition from the 
motor vehicle and air transport in passenger traffic, imply that rates will be 
borne to an important extent by long haul traffic notably in relatively non- 
competitive territory such as the Western provinces with little prospect of 
relief by decisions of the Board. The Traffic Adviser of the Commission estimates 
that ‘‘the difference between the high class rates within Western Canada and 
from Eastern to Western Canada and the lower class rates of the Eastern town 
tariff scale’ including the 20% increase of 1950 totals $14,563,519 on a year’s 
basis. 


Various proposals have been advanced to ease the burden of the long haul 
on the Western provinces. Mr. Walter Tucker, Leader of the Liberal Party 
in the Province of Saskatchewan drew our attention to a proposal advanced by 
him in a speech in the House of Commons on March 11, 1947 and to a resolution 
of the National Liberal Convention, held at Ottawa in 1948. In the resolution 
_reference was made ‘‘to the claims of Western Canada that a large expenditure 
of money has been made by the Government of Canada to build canals and 
other public works in Central Canada, to improve water transportation, thereby 
forcing competitive rates down in Central Canada resulting in rates elsewhere 
having to be increased to provide the necessary railway revenues; and also the 
further claim that national policy has caused trade to flow in uneconomic 
channels whereby, for example, the trade of the Prairies in large measure has 
had to pass over a large unproductive area so far as freight revenues are concerned 
between the Prairies and Central Canada with a resulting extra freight burden 
on the prairies, which extra burden should, in equity, be borne at least in part 
by the nation as a whole’. Mr. Tucker advanced the proposal that “the large 
stretch, the unproductive spread between west of the lakes and east of Winnipeg”’ 
over which traffic must be handled both ways be treated as ‘‘a river to be crossed, 
where you provide a bridge at public expense or perhaps where you provide a 
canal on which you can haul goods and do so at the expense of the public’’. 
‘Tf the costs of hauling goods across that unproductive area were paid by the 
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state it would increase development, not only in Western Canada but in Eastern 
Canada as well.’”’ ‘‘That would be better than increasing freight rates.’’ No 
estimate of the cost involved in the proposal was presented. An approach to the 
subject might be made by estimating the cost of maintenance of 600 miles of 
each railway. For both railways this might’range from a maximum of $6,500,000 
to a minimum of $4,200,000. 


Following a study of the successful operation of the Maritime Freight Rates 
Act, the Province of Saskatchewan asked for a reduction of 20% on all freight 
bills on all rail traffic in the prairie provinces, on all rail and all lake and rail 
freight traffic originating in the prairie provinces, excepting grain and grain 
products moving at Crowsnest Pass rates, to the point of destination in other 
provinces, and on all rail and lake and rail freight from other provinces termi- 
nating in the prairie provinces involving a total estimated subsidy in 1948 of 
about 40 million dollars. 


While the proposal has advantages in the ease with which amounts can be 
calculated, it has distinct limitations in that eastbound freight has the advantage 
of low rates under the Crowsnest Pass Rates Act and of constructive mileage 
between Winnipeg and the head of the lakes. The waybill study (expanded 
from four days to one year) shows a movement of class rate traffic from British 
Columbia and the Western provinces eastbound bringing revenue of $2,336,080 
and a movement of class rate traffic westbound to the prairie provinces and 
British Columbia of $30,761,491. ‘‘For the four days of the study 968 cars 
with an average load of 15.6 tons, revenue of $620 per car and an average haul 
of 1828 miles moved from east to west, and 1002 cars with an average of 29.7 
tons, revenue of $507 per car and an average haul of 1932 miles from west to 
east.’’ A reduction of rates on class rates traffic in the Western region and west- 
bound would offer the greatest immediate relief. Such a reduction would 
encourage long haul and local traffic in Western Canada producing the greatest 
revenues. An increase in this traffic would be of the greatest advantage to the 
railways in the utilization of equipment and the reductiom of expenses. I[t would 
be of advantage to producers and consumers in the Western provinces and to 
producers in the St. Lawrence and Maritime regions. 


Rates on westbound traffic have been of direct interest to the railways, to 
the Western Provinces and to Parliament. In the Crowsnest Pass Rates Act 
of 1897, reductions on the movement of certain items westbound ranging from 
33144% to 20% to 10% were made statutory by Parliament. These reductions 
were eliminated in 1925. The constructive mileage between Fort William and 
Winnipeg in which 420 miles becomes 290 miles involves a reduction of mileage 
over this territory of roughly 30%. At present westbound traffic is encouraged 
by a constructive mileage involving a decrease of 30%, reduced to 21%, by 
‘‘tapering’”’ off of the standard mileage rate between Fort William and Winnipeg, 
and to tapered distributing class rates of 15% below the standard mileage rate 
west of Winnipeg. 


Under these circumstances the most effective method of bringing relief 
would be recognition of the 30% off of the standard mileage rate for 420 miles 
between Fort William and Winnipeg instead of 21%. Extension of this reduc- 
tion west of Winnipeg would involve 30% off the standard mileage rate instead 
of 15% off the present distributing class rates. As in the case of the Maritime 
Freight Rates Act the freight paid by the shipper would be reduced and the 
difference paid to the railways by the Federal Government. The Commission’s 
Traffic Adviser estimates that this reduction would have cost $5,236,270 in 1950. 
It should become an investment leading to lower costs of primary and secondary 
products in the West, revenue for the railways, larger markets for manufacturers 
in Western Canada, the central regions and the Maritimes, and a stimulus to 
trade within Canada. 
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Recognition of the effects of truck and water competition in the St. Lawrence 
region on the railway rate structure and an attempt to offset its unfortunate 
implications for the Western Provinces must be accompanied by an active 
concern in the development of a flexible rate structure through the use of maxima 
for the Maritimes. A rate structure which in its emphasis on the value of service 
principle reflects the influence of water competition and in which statutory 
legislation has been introduced to reinforce the general emphasis in the Crows- 
nest Pass rates by maintaining low rates on shipments of grain from the Prairie 
Provinces and in the Maritime Freight Rates Act by checking the effects of 
high rates on shipments of manufactured products from the Maritimes is particu- 
larly exposed to the effects of horizontal increases and of inflation which involve 
more rapid absolute increases in rates on manufactured products in the upper 
classifications than in goods in the lower classifications. The markets for products 
in the higher classifications shipped from the Maritimes to other parts of Canada 
are narrowed and the burden of rates on such products from Central and Eastern 
Canada to Western Canada is increased. No scheme of equalization can be 
devised which will overcome the effects of competition in the St. Lawrence region 
as reflected particularly in competitive rates. An obsession with equalization 
will obscure the handicaps of the Maritimes and of. Western Canada and 
perpetuate their paralyzing effects. A reorganization of the regulatory bodies 
concerned with transportation will facilitate collection of vital statistical facts 
and offset the most serious effects of a duopoly in its control of information. 
In this way more precise methods can be devised to meet the problems of trans- 
portation in Canada. 
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